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GLOBAL EQUITY PARTICIPATION 
IN INDIAN SOFTWARE INDUSTRY SINCE 1991 
(Abstract) 
For sustained development of any economy, investment is 
considered to be a vital and important ingredient. The importance of 
foreign investment is much more significant, especially for the 
developing economy where capital for investment is not enough. With 
the rapid growth of global investment inflows in the 90's the process of 
global equity participation has become a subject of topical interest for 
the developed as well as the developing economies. 
Foreign direct equity investment is usually preferred over other 
forms of external finance because they are non-debt creating, non-
volatile and their returns depend upon the performance of the project, 
financed by the investors. Foreign equity investment also facilitates 
international trade and investment, transfer of knowledge, skills and 
technology. In a world of increased competition and rapid technological 
change, the global investor's complementary and catalytic role is 
invaluable. The last decade of the 20* century witnessed a resurgence in 
the investment flows through foreign direct investment to the 
developing world. The developing economies of the world now receive 
manifold more world investment than the investment received in the 
mid-eighties or before. Saveral factors are said to influence in shaping 
this trend. Interalia, libralization of foreign investment policy by the 
host economy is generally regarded as very important. The 
Transnational Corporations (TNCs) and other global investors are more 
attracted to deploy their tangible and intangible assets in the 
developing economies with a view to increasing their competitiveness 
and profitability. The developing economies consider the enhanced 
inflow of global equity investment as necessary and indispansible for 
strengthening their resource base and macro-economic stability and 
improving their overall economic programme. 
Since the advent of economic liberalization in India, the global 
equity is viewed as a boon for globalizing the economy and has, thus, 
assumed ever-greater significance. In the post liberalization period, 
numerous issues have cropped up as regards the different dimensions 
of global equity pouring into India. With the onset of New Economic 
Policy (NEP) since July 1991, the Indian Software Industry has shown 
an amazing pace of development. This industry has done India proud 
and has proved nonparallel to any similar industry of Indian economy 
as well as the economies of the world. The break through achieved by 
Apple MAC and the IBM PC, which brought the power of computer to 
every desktop, is the glaring case in sight. The software revolution in 
India has earned a global recognition for this industry. Keeping in view 
the blistering pace of growth of this industry, the present proposed 
work is worth undertaking for in-depth analytical study with a focus on 
global equity participation in its multifarious arrangements. The 
present study seeks to examine the varied aspects and dimensions of 
global equity in India with special reference to software industry during 
post liberalization phase. It becomes necessary to study the current 
patterns, trends and determinants of foreign equity investment in order 
to understand its dynamic role in India under liberalization policy. 
The study has covered the varied aspects of global equity in 
Indian software industry in post liberalization phase. The study further 
seeks to analyze the patterns of sectoral composition of global equity 
participation besides the country-wise participation. The study also 
examines the liberalization policy measures to attract the global equity 
participation in the software industry in India. 
In the light of above, the study has set to substantiate the objectives 
to examine and assess the role of the global equity in the overall 
economic development of India. The objectives are: to analyze patterns 
and trends in the global equity in Software Industry sincel991, to 
analyze and examine the factors affecting the growth of software 
industry in India, to draw some implications of the findings of the 
study on further policy reforms as regards global equity participation in 
software industry in India, and finally to evolve a set of strategy to give 
further boost to the growth and development of Indian software 
industry. 
The study seeks to test the following hypotheses: 
H o i - The study assumes that the increased amount of global 
equity participation in the form of FDI in Electrical 
Equipment Industry is not on account of contribution made 
by FDI inflows in IT sector especially in software sector in 
the post liberalization regime. On the contrary, the 
alternative hypothesis assumes that Foreign Equity 
Investment in Electrical Equipment Industry is mainly on 
account of contribution made by the foreign equity inflows 
in IT sector especially in software sector in the post 
liberalization regime. 
H02- The Indian Information Technology Industry has not 
attracted much global equity participation in the post 
liberalization era. Nevertheless, the alternative hypothesis 
suggests that Indian Information Technology Industry has 
been cynosure of global equity participation investors in 
the post liberalization period. 
Ho3 - It is assumed that the global equity participation flowing in 
the Information Technology Industry in the form of 
Foreign Direct Investment has not been contributed largely 
by Software Industry. However, the alternative hypothesis 
presumes that the Software Industry is the main itinerary 
of Information Technology Industry for attracting global 
equity participation in the form of Foreign Direct 
Investment in the country. 
H04 - The total global equity flows in the form of FDI in Indian 
economy is not largely on account of contribution made by 
the Information Technology Industry especially the 
Software Industry in the post liberalization era. The 
alternative hypotheses nevertheless supposes that in Indian 
economy information Technology Industry especially the 
Software Industry is the chief purveyor of global equity 
participation through FDI, in the post liberalization era. 
In the pre liberalization era in India, there existed no desperate 
need to look for global funds. At the time of independence the attitude 
towards foreign Investment was one of the fear and suspicion. This was 
natural on account of the previous exploitative role-played by it in 
draining away the resources from this country. The continuing 
liberalisation and economic reforms programme of the Government of 
India since July 1991 aims at rapid and substantial economic growth 
and integration with the global economy in a harmonised manner. 
Since the advent of economic liberalization in India, the global 
equity is viewed as a boon for globalizing the economy and has, thus, 
assumed ever-greater significance. Prior to this policy foreign capital 
was generally permitted in trading activities, plantation, banking and 
financial institutions. It was not permitted in those industries which had 
received government protection or which were of basic and/or strategic 
importance to the country. Now the Foreign investment up to 100% is 
allowed under the automatic route in all activities/sectors except few 
proposals which will require approval of the Government -
activities/items that require an Industrial Licence; Proposals in which 
the foreign collaborator has a previous/existing venture/tie up in India 
in the same or allied field; all proposals relating to acquisition of shares 
in an existing Indian company by a foreign/NRl investor; All proposals 
falling outside notified sectoral policy/caps or under sectors in which 
FDI is not permitted. 
The global direct equity participation can be effected in the form 
of Joint ventures and Subsidiaries, Mergers and Acquisitions, 
Technology Transfer and Foreign Services. The amount of inflow of 
foreign equity investment has shown an increasing trend beginning 
from a meager US $129 million in 1991-92 to US $ 4675 in 2003-04. The 
Global Equity can also be done through portfolio investment. Foreign 
Institutional Investors(FIIs) registered with SEBI and Non-resident 
Indians are eligible to purchase the shares and convertible debentures 
under the Portfolio Investment Scheme. The inflow of global portfolio 
investment in the country amounted to US $ 6 million inl990-91 which 
went up to US $ 11377 million in 2003-04. 
With the onset of liberalization, the Indian Software Industry has 
shown an amazing pace of development. This industry has done India 
proud and has proved nonparallel to any similar industry of the world. 
Companies around the world are gaining competitive advantages by 
using Indian software services. Foreign companies are attracted 
towards India for many reasons like a virtual 12-hour time zone 
difference between India and USA offers cost and time savings and 
presence of enormous pool of highly skilled English speaking 
professionals. India has a growing bank of 4.3 million technical 
workers, provided by over 1900 educational institutions and 
polytechnics which train more than 73,000 computer software 
professionals every year, out of top 300 companies, there are more than 
145 ISO 9000 certified and six SEI CMM Level 5 software companies. 
Indian software companies strictly adhere to delivery schedules and 
provide total customer satisfaction by using state-of-the-art 
technologies, Indian software companies have very strong brand equity 
in major markets, offer innovative, extensive and most cost-effective E-
Business and web based solutions. The Indian software and services 
market continued to build momentum, as an economic upturn began 
sweeping the global geographies. Information Technology market for 
software and services in India is increasing every year to reach from US 
$1859 million in 1996-97 to US $ 15574 million in 2003-04. Its share in 
India's export registered an increasing trend i.e from 0.72 percent in 
1997-98 to 2.64 percent in 2003-04. The size of software and services 
export in India shows an encouraging trend from 1996-97 to 2003-04 
registering continuous improvement in the figures reaching US $12200 
million in 2003-04 from US $ 1100 million in 1996-97. According to 
Nasscom study of 2003-04, Indian exported software to more than 102 
countries worldwide and out of this 59.0 percent alone exported to 
North America (USA and Canada), 22 percent to Europe, 16.5 percent to 
Asia pacific and rest of the world and 2.5 percent to the Japan. Major 
opportunities are expected to come up for the Indian software industry 
in countries such as China, Australia, New Zealand, Taiwan, Hong 
Kong, Singapore and South Korea. 
India has registered herself as super power destination of 
software developer and has enormously increased her packages and 
solutions demand at global market. The share of Indian software in 
GDP was 0.72 percent in 1997-98 which increased to 2.64 percent in 
2003-04. The revenue earnings from the domestic market has shown an 
increasing trend but the growth rate of domestic market has, however, 
recorded a disparate trend during the period under review. During 
1991-92 US $ 140 million were received on account of IT software and 
services from domestic market, which has been increasing over the 
years to register the highest growth of US $ 4300 million in 2003-04. The 
reason for this increasing growth trend is attributed to the growth of IT 
penetration and increased use of Internet in the country in the wake of 
liberalization for the globalization of the economy. Rapid volume 
growth; clients continued to ramp up engagement sizes with leading 
vendors. The top 4 players (TCS, Wipro, Infosys and Satyam) alone 
have over 660 USD 1 million clients, up from 441 in fiscal year 2003-04. 
Indian software and services employee base has grown at a CAGR of 
23.6 percent, from 242,000 in 2001-02 to 697,000 in fiscal year 2003-04. In 
2004-05 revenue from product development & R&D services, was 
approx. USD 3 billion, up from USD 2.3 billion in 2003-04. There are 
around 3000 IT companies in India, and Indian IT industry is currently 
exporting to more then 150 countries across the globe. 
While India continues to lead in traditional segments, vendors are 
now also gaining ground in newer services such as packaged software 
implementation, systems integration, network infrastructure 
management and IT consulting. Quite a few Indian vendors have 
successfully expanded their revenue streams beyond service revenues 
to include earnings from exporting their own software products. The 
software company now provide increasing focus and spending on 
marketing - better articulation of the distinct value added services and 
approach offered by each vendor and a keener segmentation of the 
market. The mid-sized companies emphasizing domain knowledge and 
process management skills and demonstrating the value of a focused 
solutions provider; walking away from price-driven deals. Now the 
focus is being accorded on improving revenue mix and increasing 
realizationsand utilization. Integration of IT-BPO contracts is becoming 
more common. MNCs are ramping up their captive offshore 
development initiatives in India. Global delivery model, with Indian 
vendors establishing their presence in high-margin segments, along 
with a steady growth in traditional service lines. Significant untapped 
potential exist at both country and industry levels and an interesting 
trend we have been witnessing is the acquisition and alliance led 
strategy by Indian players to consolidate themselves, expand into new 
product and service lines and enter new markets. 
The electronics industry including software industry in 
particular, is emerging as one of the most important industries in the 
Indian market. Software has been targeted as a growth sector in India. 
Besides the industry's own potential for exports, software also plays the 
crucial role in Information Technology (IT), use of which is fast 
becoming the key for competitiveness in any industry. Hence, for the 
growth of Information Technology industry as well as the other 
industries, a rapid growth of Software Industry, both in terms of size 
and quality is absolutely essential. 
As for the global equity in terms of foreign direct investment, the 
amount stood at US $ 25.2 million in Electrical Equipment Industry in 
1991-92 which reached US $ 1058.50 million in 2003-04. As for 
Information Technology industry, the global direct equity stood at US $ 
1.44 millions in 1991-92 which increased to US $ 218.48 million in 2003-
04. Global equity in terms of FDI in software industry has registered a 
heartening performance in information technology industry for the 
period under reference. It accounted for US $ 1.42 million during 1991-
92, which reached maximum to US $ 249.81 million in 2001-02 and went 
slightly down to US $ 214.14 million in 2003-04. It is observed that the 
larger part of foreign direct investment in information technology 
industry is through the software sector. During 1999-2000 and 2000-01 
government has initiated many liberal policies to attract more and more 
foreign direct investment in information technology sector. Government 
has also given concessions and has established a number of Software 
Technology Parks so that the benefits of globalization can be 
substantially reaped by the Indian Information Technology Industry. 
The verification of hypotheses has petered out the following 
outcome: 
The regression estimates of the global equity in information 
technology industry against the global equity in electrical equipment 
industry rejects the null hypothesis and accept the alternative 
hypothesis signifying that electrical equipment industry is attracting 
huge amount of foreign direct investment due to internal strength of 
information technology sector laid by the software industry in the post 
liberalization regime. It seems from die estimate that the information 
technology sector actively contributing towards the growth and 
development of electrical equipment industry. Analysis further 
provides estimates with regard to global equity in terms of foreign 
direct investment inflows in electrical equipment industry and global 
equity in software industry. The estimates rejects the null hypothesis 
which leads to acceptance of alternative hypothesis proving that foreign 
direct investment inflows in electrical equipment Industry mainly on 
account of inflows of huge foreign direct investment inflows in 
software industry during the post liberalization era. It seems from the 
estimates that software industry is actively supporting and augmenting 
the electrical equipment industry by fairly contributing foreign direct 
investment. 
Inception of New Economic Policy opened up new vistas for 
foreign investors in Indian economy. On account of new economic 
policy and conducive domestic business environment foreign investors 
have shown their keen interest in trade and investment in Indian 
economy. Analysis of regression rejects null hypothesis and accepts 
alternative hypothesis which proves that Information Technology 
Industry is largely contributing towards Indian economy in the form of 
huge foreign direct investment inflows during the post liberalization 
period. 
Software Industry is the major constituent of information 
technology industry, indicating that there is a significant contribution of 
software industry in information technology industry in the form of 
global equity participation. Regression estimates disprove the null 
hypothesis. Software Industry is also contributing significant amount of 
foreign direct investment towards the foreign direct investment inflows 
in Indian economy. However statistically it can not be proved that 
software is the only major contributor in total equity participation in 
India for the period under reference. 
India has come a long way since 1991 in so far as share of Foreign 
Investment inflow is concerned. But still it seems to have stagnated at 
some level. The popular wisdom is that MNCs are discouraged from 
investing in India by bureaucratic hurdles and uncertainty about the 
sincerity of the government(s) about economic reforms. But with the 
overall economic reforms programme, India's performance with respect 
to Foreign Investment remains a mixed bag. A stagnation of the 
quantum of Foreign Investment inflow coexists with the perception that 
quality of labour and other inputs, as well as the legal- institutional 
environment relevant to the MNCs, have improved noticeably during 
the 1990s. The average MNC remains satisfied with growth in labour 
productivity, revenue and profits, and remains willing to transfer 
technological resources to the Indian affiliate. At the same time, 
however, supply of key resources like power remain unreliable, and the 
extent of spillover effects in terms of both quality of technology and 
know-how remain uncertain. The appropriate mood, perhaps, is one of 
cautious optimism. 
However, till date, there has been very little discussion about the 
equity participation in the Indian software industry but still it is 
perceived that despite a tough market environment and Rupee 
appreciation, industry has witnessed growth. The US and UK continue 
to be the primary destination for exports of Indian software Industry. 
Also the products and tech services exports by Indian players have 
increased. But it's not all. The Indian Software Industry still requires 
much more endeavor to get a transcend personality in the world 
economy. 
In order to maintain and sustain the growth of the Indian 
Software Industry and to meet the future challenges, some necessary 
steps are needed to be taken. There is uneven distribution of foreign 
investment in various parts of the country. Indian government should 
make effort for its uniform distribution to various states. The various 
states government should reform their policy to attract foreign equity 
investments. The domestic economy is open to international 
competitive pressures which helps towards raising the efficiency of the 
company which raises capital to give sound performance. This calls for 
internal fiscal and monetary discipline. The liberalization of foreign 
equity investment policies clearly resulted in unprecedented flow of 
foreign investment in India. It is suggested that the funds must be used 
judiciously. The multinationals operating in India are setting up wholly 
owned subsidiaries, take under new business rather than through their 
affiliate in which Indian investors are in minority share holding. It is 
suggested that Indian shareholders be given balanced share in such 
multinationals. Better infrastructure such as roads, railways, ports 
power etc. should be developed as a well-developed infrastructure will 
automatically attract the global direct equity in Software sector. 
Transportation policies should be thoroughly reviewed. The civil 
aviation policy is designed to protect the domestic players, which 
should be opened for the private players. This will boost the 
competitiveness and improve the service. Free ports need to be 
developed that offer fully developed infrastiucture facility for 
international travel including offshore banking and transit port facility. 
The efficiency of workers should be increased by providing good 
quality training, retraining to bring them in line with the globalized and 
liberalized environment. The IT related courses should be made 
compulsory from the graduate level in the country. Emphasis should be 
given on the setting up of more Indian Institute of Information 
Technology (IIT) and the up gradation of Regional Engineering 
Collages (RECs). More facilities of international standards, attractive 
salaries and better working environment should be given to software 
professionals in order to tap the best talent in the industry for 
development of original software. Corruption is seriously jeopardizing 
country's economic progress. Strict action against corruption at higher 
level must be taken. There is an important role played by foreign 
investment in Software Industry. But this role can positively be fulfilled 
only if government retains the right to choose the type of foreign 
investments and the terms and conditions of their entry and operations. 
The different type of tariff structure in place have to be rationalized to 
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make the industry competitive and to bring it at par with the 
multinational. Companies should establish their own Research and 
Development (R & D) centers in order to stay in competition in the 
technology advancement. Like Malaysia, India too should have a very 
sophisticated system of combining liberalization with regulation in a 
priority mix. Such policy system can be altered according to the 
country's needs. The flexible policy is specially needed to redress social 
imbalances among ethnic communities in the country. 
In order to attract more global direct equity investment in Indian 
Software Industry, India should use her large domestic market, 
abundant supply of trained and low wage labour, vast pool of 
technological professionals, second largest english speaking population 
to her advantages. Above all the reforms must grow with an 
accelerated/collaborated pace and be sustained over a long period of 
time. 
The present research work is the study of Global Equity 
Participation in Indian Software Industry since 1991. The study 
highlights the Global Direct Equity Participation in Electrical 
Equipment Industry, Information Technology Industry and Software 
Industry. The study has also critically examined as to how software 
industry has contributed in terms of direct global equity investment 
towards IT, and electrical equipment industry during the post NEP era. 
The Researcher however feels that a separate study can be undertaken 
to threadbare examine the role of global portfolio investment in Indian 
Software Industry. 
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PREFACE 
India, among the foreign investors, is believed to be a good 
investment destination despite political imcertainty, bureaucratic 
hassles, shortages of power and infrastructural deficiencies. India 
presents a vast potential for overseas investment and is actively 
encouraging the entrance of foreign players into the market. No 
company, of any size, aspiring to be a global player can, for long 
ignore this country which is expected to become one of the top three 
emerging economies of the world. In recognition of the important role 
of global equity participation in the accelerated economic growth of 
the country, the Government of India initiated a slew of economic and 
financial reforms in 1991. India is now ushering in the second 
generation reforms aimed at further and faster integration of Indian 
economy with the global economy. As a result of initiation of the 
various policy initiatives, India has been rapidly changing from a 
restrictive regime to a Hberal one, and foreign equity investment is 
encouraged in almost aU the economic activities. Over the years, global 
equity participation in the country is increasing. However, India has 
tremendous potential for absorbing greater flow of foreign investment 
in the future. Serious efforts are being made to attract greater global 
equity participation in the country by taking several actions both on 
policy and implementation fronts. 
India has built up valuable brand equity in the global markets 
through its Information Technology (IT) Industry. Information 
Technology is the fastest growing segment of Indian industry. Today, 
the Information Technology Industr}' is completely delicensed, and 
alongwith the liberalization in foreign investment and export-import 
policies of the entire economy, this sector is attracting considerable 
interest not only as a vast market but also as potential production base 
by international companies. In recent tunes, especially the Software 
Industry has emerged as a niche opporttinity for Indian Information 
Technology in the global context. As long as corporations world-wide 
embrace new technologies, new business models, new paradigms and 
leverage the power of these to bring benefits to its consumers, the 
Indian Software Industry has a role to play. India stands tall today 
among global contemporaries in the software market, it's name having 
become synonymous with expertise in this discipline. Today, MNCs 
are rushing into India to stake a claim to the software market. While a 
large number of companies are outsotucing their software 
development to Indian companies, others are establishing a presence 
in India and participating actively in this industry. 
The present thesis is an indepth study of the global equity 
participation in Indian software industry under liberalization policy. 
The analytical discussion presented in the chapter gives results of 
hypotheses testing adopted for the study during the period 1991-92 -
2003-04. The statistical observations reveal that nuU hypotheses have 
been rejected at 5 % level of significance. It also seems that the Foreign 
Direct Investment inflow in Electrical Equipment Industry is mainly 
on account of huge contribution made by the Foreign Direct 
Investment inflows in Information Technology sector especially in 
software sector, in the post Liberalization period. It is also pertinent to 
note that Information Technology Industry is the preferred destination 
of the foreign investors. Software Industry is fairly contributing 
towards the growth and development of Indian economy by 
providing sufficient amoimt of funds in the form of Foreign Direct 
Equity Investment. 
Vll 
Preview of Chapters 
The present thesis work is alienated into eight chapters along 
with Bibliographies and Annexures. The first chapter is an approach to 
study with comprehensive review of Hterature and design of research 
methodology. The chapter has elucidated the concept of global equity 
participation, statement of problems emerging issues; review of 
literature, research gap, and scope and objective of the study. The 
chapter also presents the hypotheses of the study, the research 
methodology and the utility and justification of the study. The second 
chapter contair\s a detailed discussion as regards business 
environment for global equity participation in Indian economy since 
Uberalization. This chapter is divided into five segments with two 
sections - section A and section - B. Section - A is defines the business 
envirormient for global equity participation in Indian economy since 
Uberalization. Section - B explains the business environment for 
information technology industry focusing software industry in India. 
Chapter third is designed to critically exanune the trends in global 
equity in India by way of foreign direct investment and foreign 
portfoHo investment since liberalization. The chapter also elucidates 
the economic reforms for foreign investment in India. Problems and 
constrains for inflow of foreign investment in India have also been 
discussed in it. Chapter four is a perspective analysis of Indian 
software industry under HberaHzation policy. It also explains the 
genesis and structure of Indian software industry. The chapter further 
explains the opportunities for software industry in India. Chapter fifth 
is the analysis of global equity participation in Indian software 
industry under liberalization poHcy. The chapter also gives an idea of 
global direct equity participation in Electrical Equipment Industry in 
order to compare the share of software industry in total electrical 
via 
equipment industry since economic liberalizations. Chapter also 
compares global direct equity in software industry with global direct 
equity in information technology industry and global direct equity in 
the Indian economy as a whole. Chapter sixth has been prepared to 
test the hypotheses of the study. This chapter provides a detailed 
analysis and interpretation of hypotheses tested. Chapter seven is 
dedicated to the findings and conclusions of the study along with the 
direction for future researches. 
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Chapter 1 
Approach To Study: Review Of Literature And 
Designing Research Methodology 
1] Introduction 
For sustained development of any economy, investment is 
considered to be vital and important ingredient. The importance of 
foreign investment is much more significant, especially for the 
developing economy where capital for investment is not enough. With 
the rapid growth of global investment inflows in the 90's the process 
of global equity participation has become a subject of topical interest 
for the developed as well as the developing economies. 
Foreign direct equity investment flows are usually preferred 
over other forms of external finance because they are non-debt 
creating, non-volatile and their returns depend upon the performance 
of the project financed by the investors. Foreign equity investment also 
facilitates international trade and investment, transfer of knowledge, 
skills and technology. In a world of increased competition and rapid 
technological change, the global investor's complementary and 
catalytic role is invaluable. The last decade of the 20'^ > century 
witnessed a resurgence in the investment flows through foreign direct 
investment to the developing world. The developing economies of the 
world now received manifold more world investment than the 
investment received in the mid-eighties or before. Saveral factors are 
said to influence in shaping this trend. Inter-alia, libralization of 
foreign investment policy by the host economy is generally regarded 
as very important. The Transnational Corporations (TNCs) and other 
global investors are more attracted to deploy their tangible and 
intangible assets in the developing economies with a view to 
increasing their competitiveness and profitability and the developing 
economies consider the enhanced inflow of global equity investment 
as necessary and indispansible for strengthening their resource base 
and macro-economic stability and improving their overall economic 
programme. 
Since the advent of economic liberalization in India, the global 
equity is viewed as a boon for globalizing the economy and has, thus, 
assumed ever-greater significance. In the post liberalization period, 
numerous issues have cropped up as regards the different dimensions 
of global equity pouring into India. With the onset of New Economic 
Policy (NEP) since July 1991, the Indian Software Industry has shown 
an amazing pace of development. This industry has done India proud 
and has proved nonparallel to any similar industry of Indian economy 
as well as the economies of the world. The break through achieved by 
Apple MAC and the IBM PC, which brought the power of computer to 
every desktop, is the glaring case in sight. The software revolution in 
India has earned a global recognition for this industry. Keeping in 
view the blistering pace of growth of this industry, the present 
proposed work is worth undertaking for in-depth analytical study 
with a focus on global equity participation in its multifarious 
arrangements. The present study would seek to examine the varied 
aspects and dimensions of global equity in India with special reference 
to software industry during post liberalization phase. It becomes 
necessary to study the current patterns, trends and determinants of 
Foreign Equity Investment in order to understand the dynamic role of 
foreign direct equity investment in India under liberalization policy. 
The present chapter is devoted to prepare the research design 
based on the extensive review of literature on the subject matter. The 
chapter present, statement of problems, emerging issues related to 
global equity participation in India and a comprehensive accounts 
with regard to review of literature on the subject matter. The study 
proceeds to evolve an appropriate framework of the study in terms of 
setting objectives, defining scope and formulating hypotheses. The 
chapter further carves out the research design to logically present the 
subject matter of foreign investment participation in its true 
perspective critically examining its various aspects of business 
activities. The study has presented the case of Indian software industry 
viz-a-viz global equity investment in this industry in a variety of 
business arrangements since economic liberalization. 
2] Concept of Global Equity Participation 
As per the definition and the concept stated in the Word 
Investment Report (2001) and its other successive issues, United 
Nations Conference on Trade and Development (UNCTAD), Geneva, 
Switzerland, " the term global equity is used to designate any business 
corporation in which ownership, management, production and 
marketing extend over saveral jurisdictions. The global equity 
participation is effected through the operations of various MNCs and 
TNCs. TNCs and MNCs perform their business activities through 
direct investment including FDI, Joint Ventures and Subsidiaries, 
Techology Transfer, Mergers and Acquisitions, and marketing of 
Financial Services. Global equity participation can also be availed of 
through portfolio investment in terms of ownership and management. 
Hence, global investment through direct investment and portfolio 
investment both are the popular routes to obtain global equity 
participation" 
The equity participation is to be justified having regard to 
factors like priority of the industry, the nature of the technology 
involved, whether it will enable or promote exports which may not 
otherwise take place and alternative terms available for securing the 
same or similar twchnology hransfer. The foreign equity participation 
is allowed upto 51 percent or even at times 100 percent in some sectors 
of the Indian economy. 
In the study, foreign equity investment is therefore taken as a 
proxy for Foreign Direct Investment (FDl) when dealing with the 
trends and patterns. The term foreign equity investment refers to both 
foreign majority and foreign minority participation. 
3] Statement Of Problems and Emerging Issues 
The foreign investment in India has been patronized since the 
advent of economic liberalization. This move was also inevitable to be 
in sync with globalization advocating barrier less trade and 
investment. It is nevertheless observed that every thriving factor faces 
problems, foreign investment in India is also confronting various 
predicaments such as, stipulations on foreign investment regime, 
strident tariff rates by international standards, insufficiency of 
manifested sectoral policies for foreign direct investment, lack of 
decision-making authority with the state governments, no 
liberalization in exit barriers, limited scale of export processing zones, 
restrictive labor laws, financial sector reforms, and exorbitant rates of 
corporate tax.i These problems have been sorted out by the 
government through liberalized economic policies. It is felt that there 
still needs to be done more in terms of calibrated liberal policy 
packages, to attract foreign equity investment in Indian economy. 
The Indian software industry has of late shown tremendous 
growth potential. It has proved to be a hallmark in the growth and 
development of Indian economy. There is, however, some lurking 
fears in the Indian software industry as developed countries seek to 
keep jobs for their own people in the midst of difficult economic times. 
In the United States the protectionism is utterly conspicuous in face of 
scare of terrorism. It has had a severe impact leading to economic 
slowdown. The US eats up more than 60 percent of India's $10 billion 
software and service exports. Indian workers are facing more visa 
restrictions, especially in the US which has a 9/11 "hangover". An 
express program that helped firms to get workers' visas without 
physical interviews is being scaled back. Many see the factors affecting 
Indian workers as a political issue driven by economics. As the Indian 
software industry increases its prominence, such problems are likely to 
3 
mcrease. 
Comparative advantage of Indian software industry lies largely 
in wage differentials between India and customer countries. This wage 
gap is closing gradually and hopefully may disappear within a 
decade. But nevertheless there is a requirement for productivity 
differential for sustained advantage in Indian software industry. In 
order to attain productivity differential there is a need for substantial 
investment in R & D for software technology development. The 
Intellectual Property Rights (IPRs) under WTO regime needs to be 
fully capitalized in tiie realm of software industry. The absence of 
effective IP protection discourages entrepreneurs who are incapable to 
reap the rewards of their labour and risk bearing. The problems with 
the developed economies, USA, Europe and others are insufficient 
global H-lb visa, wage parity double taxation, discriminating labour 
laws and movement of natural persons which urgently need to be 
amicably sorted out. 
The study has proceeded to make threadbare examination of 
inflows of global equity in Indian economy in general and in software 
sector of Information Technology industry in particular in the post-
liberalization era. 
4] Review of Literature 
In the following paragraphs, a comprehensive review of 
literature on foreign equity investment is presented to identify the 
research gap to set scope and objectives and thereon formulate 
hypotheses of the study. 
> Books 
Theodar H. Moran^, (1999), "Foreign Direct Investment and 
Development: The New Policy Agenda for Developing Countries and 
Economies-In-Transition" provides a lucid and thorough review of the 
relevant literature on policies towards FDI in developing countries, 
and gleans from it the most appropriate policy recommendations. It 
will be a valuable resource for students and professionals interested in 
FDI, as well as policymakers in the developing world. Robert F. Bruner 
and Joseph R. Parella^ (2002) give a comprehensive guide to the world 
of Mergers and Acquisitions. They explain key themes in mergers and 
acquisitions, including strategy and the origination of transaction 
proposals; diligence, valuation, and accounting; design of detailed 
transaction terms; hostile takeovers; and more. 
Magnus, Blomstrom, and Ari, Kokko and Mario Zejan^ (2000) 
have critically examine the behavior of multinational corporations and 
their affiliates, and the impact of foreign direct investment on host 
economies. MNCs select their strategies depending on the 
characteristics of their technologies and products. Some host country 
governments try simultaneously to influence behavior of the foreign 
MNCs operating in their territory. The effects of FDI on the host 
economy are determined by this intricate interplay of firm and host 
country strategies. This book summarizes more than a decade of 
research aiming to understand this interplay. 
Jeff, Maduras (1996) in his handbook, "Global Portfolio 
Management for Institutional Investors" gives a succinct, readable, 
easily-accessed discussion of the benefits, risks, and methods of 
international portfolio management. Madura's handbook is of special 
value to institutional investors, analysts, corporate CFOs and others 
who want to tap into the potential offshore securities markets but who 
may be restrained by fears of running afoul of "prudent man" 
legislation. Madura explains methods to reduce such market risks, and 
how exchange rates are affected by economic conditions and how their 
movements affect global portfolio returns, not only in industrialized 
but also in emerging securities markets. 
Kumar Nagesh^ (1998) book on "Globalization, Foreign Direct 
Investment & Technology Transfer: Impact on and Prospects for 
Developing Countries" discusses emerging patterns and directions of 
Foreign Direct Investment and Technology Transfer and the growth 
prospects for developing countries in the context of globalization. 
Kumar Nagesh's^ (2002) one of very captivating writing, 
"Globalization and Quality of Foreign Direct Investment" is one of the 
first books to bring the quality of dimension of inflows into the analysis 
of Foreign Direct Investment. Suhay. Sundeep, Nicholson Brian, 
Krishna S.* (2004) in their book entitled "Global IT Outsourcing : 
Software Development across Borders" offer key insights into how to 
manage software development across international boundaries. This 
book is based on a series of case studies looking at the relationships 
between firms from North America, the U.K., Japan and Korea with 
Indian software companies. The authors analyze the multi-faceted 
challenges encountered in managing these Global Software Alliances 
(GSAs). They draw on extensive research and experience to offer 
constructive advice on how to manage GSAs more effectively. 
Lederman, Jess, Robert A. Klein's' (1995) guide on "Hedge 
funds: Investment and portfolio strategies for institutional investors" 
provides strategies for coping with volatile returns and profiting with 
this exciting new asset class. E. Philip Davis, Dr. Benn Steil^" (1992) 
provides a comprehensive economic assessment of Institutional 
Investors. The book draws extensively on international experience, 
particularly in the United States, Western Europe and Japan. 
David J. Ben Daniel, Arthur H. Rosenbloom, James J. Hanks Jr. 
James J. Hanks" in one of their intended text captioned as 
"International M&A, Joint Ventures and Beyond" is an excellent set of 
combinations. 
"Indian Software Industry: Business Strategy and Dynamic Co-
ordination" by Parthasarathi Banerjee^^ (1996) advocates that the 
Indian software industry has rapidly grown over the past decade, and 
most of this growth has been derived from exports to the US market. 
This hook deals with business models, particularly the way the unique 
software model in India has evolved. It focuses on manpower 
resources in the software industry and knowledge diffusion through 
job switching, and the resulting impacts on business strategy. 
Anthony D'Costa and E. Sridharan^^ (2003) gives a timely and 
unique study on "India in the Global Software Industry: Innovation, 
Firm Strategies and Development". The book examines the 
innovations in India's information (IT) industry in detail. Globally the 
IT Industry has experienced phenomenal growth. The book further 
examines the issues surrounding the analysis of the Indian IT sector on 
a global, national, regional, firm, and product level and the 
significance of national policies to sustain the competitiveness of the 
Indian IT sector. 
Don, Jr. Wallace, Robert B. Shanks, Don Wallace junior.^* 
(1997)in a volume of their book, "Model Foreign Investment Law With 
Annotations" represents a pattern that law-makers may use in 
modernizing existing foreign investment laws or in establishing a 
market-oriented framework to attract foreign investment. It utilizes a 
contractual approach to the relations between the foreign investor and 
the host State, limiting the administrative steps that might hinder the 
willingness of foreign investors to invest in a system which they 
perceive as burdensome, while at the same time preserving the right of 
the host State to regulate foreign investment within its borders. 
Beginning with a look at the most successful Mergers and 
Acquisitions in the 90's Joseph, H. Marren^^ (1998) in his book "Mergers 
& Acquisitions: A Valuable Handbook" covers the new marketplace 
for M&A activity and gives readers new approaches to target 
valuation. It describes how the frenzied M&A activity of the 1980s 
provides important lessons for acquirers in the 1990s, including: the 
importance of investing with an edge, understanding the process, 
buying "wholesale," having a useable integration plan for the target. 
Case studies show how to profit from the mistakes of other 
negotiators. The appendixes cover discounted cash flow techniques, 
US tax rules, acquisition accounting, securities laws, and anti-trust 
considerations. 
Edwin J. Elton, and Martin J. Gruber^^ (2002), in their classic text 
entitled "Modern Portfolio Theory and Investment Analysis" presents 
advanced concepts of investment analysis and portfolio management. 
Ihis book covers the characteristics and analysis of individual 
securities as well as the theory and practice of optimally combining 
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securities into portfolios. Stressing the economic intuition behind the 
subject matter, this text presents advanced concepts of investment. 
"Oxford Handbook of International Business" compounded by Alan 
M. Rugman, L. Brewer^^ (2001) comprises 28 original chapters from the 
world's leading scholars in the field. United, these reflect both the 
present structure of the field and the major intellectual issues of 
current and likely future interest. 
Neol Amenc, Veronique Le Aourd's^s (2001) in their book 
"Portfolio Theory and Performance Analysis (The Wiley Finance 
Series)" allow the professionals, whether managers or investors, to 
take a step back and clearly separate true innovations from mere 
improvements to well-known, existing techniques. It puts into context 
the importance of innovations with regard to the fundamental 
portfolio management questions, which are the evolution of the 
investment management process, risk analysis and performance 
measurement. The book takes the explicit or implicit assumptions 
contained in the promoted tools into account and, by so doing, 
evaluate the inherent interpretative or practical limits. This book 
connects each of the major categories of techniques and practices to the 
unifying and seminal conceptual developments of modern portfolio 
theory, whether these involve measuring the return on a portfolio, 
analyzing portfolio risk or evaluating the quality of the portfolio 
management process. 
Detlev J. Hoch, Cyriac R. Roeding, Gert Purkert, Sandro K. 
Kinder, Ralph Muller^^ (2004) in their book on "Secrets of Software 
Success: Management Insights from 100 Software Firms Around the 
World" look at what's driving the prosperity of the world's best 
software companies and what's responsible for the failure of others. 
The authors, who are consultants with McKinsey & Co. in Germany, 
visited nearly 100 software firms around the globe and conducted 450 
in-depth interviews with executives. The result is a book loaded with 
sharp insights and colorful anecdotes from leaders of companies such 
as Microsoft Germany, Keane Inc., BroadVision, Andersen Consulting, 
Oracle, Sun Microsystems, and Navision in Denmark. 
Mann T. S.20 (1999) in one of his very efficacious text namely 
"Transfer of technology" presents a law-oriented study of technology 
transfer in India. Samarajan M.^^'s text (2004)"The International Law 
on Foreign Investment" is a very interesting book which surveys the 
Public International Law to protect foreign investment made by 
multinational corporations and assesses the corporations' role in 
making foreign investments The book further considers ways in which 
their misconduct can be controlled. Focusing on the protection of 
foreign investment and its associated problems, M. Somarajah 
explores treaty-based methods, and examines several bilateral and 
regional investment treaties, as well as relevant literature in 
economics, political science and other associated disciplines. 
Stanley Foster Reed, Alexander Reed Lajoux's^z (2004) guide 
entitled, "The Art of M&A: A Merger Acquisition Buyout Guide" — 
Third Edition, is the leading answer book in today's fast-changing, 
enormously complex merger world. Written in a handy, easy-reference 
Q&A format, this no-nonsense handbook covers everything from the 
early stages of locating a suitable target—or finding that you are a 
target—through the post merger trials of turning multiple companies 
into one. Synopses of nearly three dozen landmark cases give real life 
insights into legal rulings from previous high profile mergers. Over 
the past decade, the Art of M&A has helped thousands of executives 
make sound decisions. As companies downsize and deconglomerate, 
they shed companies that are candidates for mergers, acquisitions. 
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leveraged buyouts, and strategic alliances. Intended for those who are 
pinpointing these targets, structuring the financing, or closing the 
deals, this guide covers planning and finding; valuation and pricing; 
financing and refinancing; structuring, tax, and accounting 
considerations; due diligence; agreements and closings; and 
international issues. Material is presented in a question-and-
answerformat. 
> Articles and Research Papers: 
Dr. Rangarajan C.,^ (2000) in the article "Capital Flows -
Another look" takes up the issues of the economic crisis in some of the 
developing countries during the 90's vis-a-vis the role of Foreign 
Investment in the developing covmtries. Further he discusses that what 
kind of Foreign Investment is preferable over the other and what 
control could be exercised to regulate the inflow of foreign capital. 
Nath, Pradosh and Hazra Amitava (2002) in their article entitled 
"Configuration of Indian software industry" has argued that the 
weakness of Indian software industry continues because of its weak 
linkages with the domestic manufacturing industry where rests the 
scope of critical software capability — the high skilled, high risk, high 
value embedded software segment that can flourish only with wide 
applications of micro electronics in the industrial products and 
process. 
Gangadhar V. and Yadagiri M.,^ * (2000) in their article on 
"Diversification of FDI in India" have analyzed the pattern and trends 
of Foreign Direct Investment since 1991. The study has covered the 
pattern of Foreign Direct Investment country wise, sector wise with a 
view to highlight their diversities. The study has further identified the 
variation between actual inflows of Foreign Direct Investment vis-a-vis 
approval and has also critically discussed the reason for such 
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variations. Kumar Nagesh^s (1999) in one of his very expressive article 
"Indian Software Industry Development - International and National 
perspective" has discussed that export led growth has been the 
mainstay of the spectacular performance of the Software Industry in 
India. Parasthasarthy, Anand^^ in his article on "ICT-Bill convergence 
Birth Panges" examined Information Technology Act 2000 and 
merging ministries of IT and communication. He concludes that it is 
less easy to achieve a similar synergy with the ministry of information 
and broadcasting. 
Patibandla M., Kapur D. and Petersen B.27 (2000) in their 
descriptive article "Import Substitution With Free Trade: A Case Study 
of India's Software Industry" has elaborately discussed that the 
substitution policies in India which are directly or indirectly 
responsible for islands of competitiveness as in the case of Software 
Industry and non-competitiveness generally in a large number of 
industries. Chandrashekhar, C.P.'s^s (2003) article on "ITES and the 
Hardfacts" that India's IT thrust in the past decade was in large 
measure based as the export of lower-end software and IT enabled 
services, which was made possible by the availibility of cheap labour. 
The challenge now is to sustain it. Lateef. A.^ ^ (1997) in his article titled 
"Linking up with the Global Economy A Case Study of Bangalore 
Software Industry" presented that IT is the symbol of globalization 
and in many ways it is leading future. E-commerce also represents one 
of its distinguishing feature i.e. where the extension of the 
international division of labour goes beyond international trade of 
geographic enclaves in different stages of the production chain. 
Kumar, Nagesh^o (2000) in one of his articles "Mergers and 
Acquisitions by MNEs - Patterns and implications" tries to focus that a 
competitive policy is more or less necessary for smooth inflow of 
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Foreign Direct Investment in any economy. As Mergers and 
Acquisitions is another facets of the Foreign Direct Investment a 
comprehensive policy should be there to deal with it. Chakraborty, 
Chandana and Jayachandran, C.^ ^ (2001), article " Software Sector -
Trends and Constraints" concludes that the Indian software industry 
lacks diversification in types of export and relies mainly on software 
services exports. It also suggests that while there exist significant 
opportunities for the industry to expand domestically and 
internationally, the realization of such expansion depends upon major 
reforms in infrastructure planning and regulatory rules. 
Mehta Dewang32 (1999) in his article, "The Software Industry in 
India: A Strategic Review" has, at length, discussed the different 
aspects pertaining to IT-enabled services emerging opportunities for 
exports and employment in India. The study further highlights that 
the IT-enabled services are all set to emerge as the boon for India as it 
address the imperatives of wealth creation, employment and social 
equity. Srinivasan, Priya^^ (2003), in her article " Will India Become 
The Software Products Factory for the World" states that the venture 
capitalist believes companies can cut two-thrid of engineering costs by 
working out of India.they r going to b looking for opportunities for the 
companies in which they have invested to move their engineering 
work offshore to India. 
Agrawal Pradeep^^ (2000) in his paper, "Economic impact of 
Foreign Direct Investment on South Asia" presents empirical evidence 
on the impact of Foreign Direct Investment inflows on investment by 
national investors and on GDP growth. Singh, Didar (2002)35 working 
paper on, "Electronic Commerce: Issue of Policy and Strategy for 
India", presents banking laws and regulations thus needs to be 
adjusted to the new formats and requirements so that electronic fund 
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transfer and credit card culture values and sets in India, regulating the 
e-economic and IT teaching shops need to be addressed in order to 
ensure standards and coordination between government and private 
agencies. 
Nirupam Bajpal, Jaffrey D. Sachses (1999), in their paper, 
"Foreign Direct Investment in India - Issues and Problems" attempted 
to identify the issues and problems associated with India's current FDI 
regime, and more importantly the other associated factors responsible 
for India's unattractiveness as an investment location. lUiyan, Ashraf^^ 
(2001)in his paper "Software export - An Analysis of India's Potential, 
Performance and Problems" has taken up the case of Indian software 
export in the last decade. The growing respect of Indian Software 
Industry in the international market. Its future prospects keeping in 
view the potential India has with respect to the low cost of labour 
investment friendly climate and policy and large pool of scientific 
manpower with English speaking skills. It also highlights problems 
faced by Indian Software exports like shortage of competent 
professionals, inadequate telecommunication facilities and other 
infrastructural bottlenecks and weak domestic market. 
Joseph, K.J. and Harilal, K.N.^s (2001), in their paper titled, 
"Structure and Growth of India's IT Export", looks at India's 
performance in software export, the implication of this boom on the 
software availability of skilled management in other competing sectors 
and the possible threats to the sustained growth of software exports. 
The authors also advocated a proper incentive structure needs to be 
looked at, and the supply of technically skilled personnel enhanced. 
Most important of all, the diffusion of IT into other areas of economy 
should be accelerated to help in the sustained growth of software. 
> Reports and Case Studies 
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Parasthasarthy, Anand's'* report on, "E-Govemance Spreading 
IT, Too Thinly", appraised that the mantra 'IT for all' was coined in 
1998 with a time span of 10 years. But half way there, the legal 
framework is still not complete and only a handful of states have seen 
the benefits trickling down to the average citizen. Indian Information 
Technology Industry learning from China: A Report of NASSCOM*o 
(2004) Nasscom has put the record straight by preparing the first 
comprehensive report on Chinese Information Technology market. 
This report outlines an agenda to sustain India's competitive 
advantages in the software industry. 
Parasthasarthy, Anand^i (2003) report on "ITES—Services with a 
Cyber Mite" marked that if software was the broadsword for Indian IT 
to cut a board swathe through the global market, the services sector 
has emerged as a saber to penetrate hidden new market. 
The Ministry of Information Technology in May 1998 set up a 
National Task Force on Information Technology*^, and the report was 
submitted in 2000. The first report in that contains Information 
Technology Action Plan for software development in the form of 
recommendations and was accepted and notified in the gazette of 
India dates 25.07.1998. Nasscom Mckinsey Report*^ (2002) meditate 
several growing sector within IT sector identifies and resolute the 
opportunities and key success factor for the Indian companies in 
existing service lines. It also outlined the agenda for the government 
and Nasscom to boost growth and employment in the country. Kamik, 
Kiran,-''* (2000) in his report titled "Software-Strong Growth 
Momentum" presented that more then half the fortune 500 companies 
already have relationship with Indian IT services providers, there are 
significant implications for Indian companies if they are to capture the 
full potential of the outsourcing trend. 
17 
> Journals and Periodicals: 
Bare Act of Information Technology Act 2000*5 was passed from 
both houses of parliament and received the assent of president of India 
on 9th June 2000. Cyber Security: Committee on A Crisis of 
Prioritization (2005)*^ defines what the country's IT infrastructure is: 
"Not only the best known uses of the public internet, E-commerce, 
communication and web services" but also the less visible systems and 
cormections such as "power grids, air traffic control system, financial 
systems and military and intelligence systems". 
Dr. Chidambaram P.* ,^ former Finance Minister, presenting the 
budget in the parliament in 1994-1995, announced the relaxation of 
government control on industries and imports restrictions and 
stressed the need for investor friendly environment. He firmly 
believed that economic liberalization would lead to higher per capita 
income, larger forex reserves, upgradation of technology of Indian 
industries to face competition, increase export and overall growth. Dr. 
Rangarajan C , former Governor of Reserve Bank of India, in his 
address to FICCI in September 1991 emphazised on the importance of 
equity financing and judicious diversification of risk. He further 
opined that financial sector reforms should be market oriented. The 
process of economic liberalization is basically aimed for acceptance of 
investors rather then for the protection of state enterprises from 
external competition government. 
The editorial entitled "FDI Blues"48 (2001) critically evaluate the 
inflows of Foreign Direct Investment in India since the initiation of the 
liberalization process. It tries out to find tat as to what are the reasons 
due to which there is a huge difference vis-a-vis the approval and the 
actual inflow of Foreign Direct Investment. The Post-NEP publications 
of the Indian Economic Survey^^ (Government publication) although 
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provided with the valuable statistics as regards the policy set up 
regarding the foreign investors yet the issues and grey areas which 
have surfaced after their entry have not been taken up and 
appropriately dealt with. 
NASSCOM's Strategic Reviewso (2005) consists of chapters 
namely Indian Information Technology-ITES, IT services and software, 
ITES-BPO, Hardware, socio-economic impact of the growth of 
Information Technology, sustaining the Indian advantages and 
industry outlook. The report outlines the top line performance of the 4 
key segments of the industry, analysing the size, growth and 
composition of the sector and it has changed over the past year. The 
report also delves the IT services and software segment, examining the 
industry's performance in both the domestic as well as export market. 
The report further explores the segment specific dynamics of the ITES-
BPO segment focusing as the key service lines and vertical segments. It 
examines the segment specific dynamics in the IT hardware of the 
Indian industry. 
The report has further provided the impact of the IT revolution 
including the steady reversal of the brain drain, evolution of the e-
govemance in the country, and the potential it holds for the narrowing 
the digital divide between the urban and rural India. 
The study further questions the sustainability of the Indian 
advantages, highlighting the factor that contribute to India's contained 
dominance of the offshore outsourcing domain. 
As a result the report highlights the key challenges faced and outlines 
the next steps for the industry and the government to ensure that India 
capitalizes on the opportunities that lie at its fact. 
The private organizations^^ such as. Confederation of Indian 
Industry (CII), ASSOCHAM, Ph.D. Chamber of Commerce and 
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Industry FICCI have been sponsoring numerous research shidies are 
foreign investment ambience and flow of global fund, direct as well as 
portfolio. The resume of these studies has appeared in the form of 
reports and has also been published in various journals and 
periodicals of national and international repute. These studies have 
mainly dealt with regulatory framework and modus operandi of 
foreign investors. However, these studies have not sufficiently dealt 
into emerging issues and future strategies related to foreign investors. 
Reserve bank of India^z (1991) formed a study group to assess 
the response of foreign collaborators with regard to the changes made 
under the banner of liberalization and globalization of the Indian 
Economy. The group studied the business environment in the country 
in post liberalization period and found that the foreign collaborators 
have welcomed the move of the government. 
The international publications,53 viz. The IMF, The World Bank 
Report, Asian Development Bank's (ADB) Investment Report and the 
World Investment Reports, UNCTAD have profusely touched upon 
the subjects of global investment, trends, policy implications, issues 
and prospective strategies. However, these reports have niggardly 
dealt with the subject in the specific context of Post-New Economic 
Policy Regime. 
5] Research Gap 
As it is observed from the foregoing review of Literature that the 
term Equity Participation including Foreign Direct Investment, 
Portfolio Investment, Mergers and Acquisitions, Joint Ventures and 
Subsidiaries, Technology Transfer, Foreign Services are already 
canvassed by many theorists and philosophers through multitudinous 
articles published and unpublished papers, books, journals and 
periodicals. Global Equity Participation in software industry has 
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nevertheless niggardly been dealt with especially in post NEP era. This 
is one of the cardinal reasons for designing this research work on 
"Global Equity Participation in Indian Software Industry". The 
Research Scholar has tried her best in providing the information and 
an updated data under post liberalization epoch for this specific field 
of study. 
The study covers in its ambit the trends and pattern of foreign 
direct equity investment. Portfolio Investment, Mergers and 
Acquisitions, Technology Transfer and Foreign Services since 
economic liberalization. 
6] Scope And Objectives 
The study has covered the varied aspects of global equity in 
Indian software industry in post liberalization phase. The study would 
further seek to analyze the patterns of sectoral composition of global 
equity participation besides the country-wise participation. The study 
also examines the liberalization policy measures to attract the global 
equity participation in the software industry in India. 
In the light of above, the study has set to substantiate the following 
objectives: 
> To examine and assess the role of the global equity in the overall 
economic development of India. 
> To analyze patterns and trends in the global equity in Software 
Industry sincel991. 
> To analyze and examine the factors affecting the growth of 
software industry in India. 
> To draw some implications of the findings of the study on 
further policy reforms as regards global equity participation in 
software industry in India. 
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> And finally to evolve a set of strategy to give further boost to the 
growth and development of Indian software industry. 
7] Hypotheses Of The Study 
The study seeks to test the following hypotheses: 
Hoi- The study assumes that the increased amoimt of global 
equity participation in the form of FDI in Electrical 
Equipment Industry is not on account of contribution 
made by FDI inflows in IT sector especially in software 
sector in the post liberalization regime. On the contrary, 
the alternative hypothesis assumes that Foreign Equity 
Investment in Electrical Equipment Industry is mainly on 
account of contribution made by the foreign equity 
inflows in IT sector especially in software sector in the 
post liberalization regime. 
H02- The Indian Information Technology Industry has not 
attracted much global equity participation in the post 
liberalization era. Nevertheless, the alternative hypothesis 
suggests that Indian Information Technology Industry has 
been cynosure of global equity participation investors in 
the post liberalization period. 
H03 - It is assumed that the global equity participation flowing 
in the Information Technology Industry in the form of 
Foreign Direct Investment has not been contributed 
largely by Software Industry. However, the alternative 
hypothesis presumes that the Software Industry is the 
main itinerary of Information Technology Industry for 
attracting global equity participation in the form of 
Foreign Direct Investment in the country. 
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Ho4 - The total global equity flows in the form of FDI in Indian 
economy is not largely on account of contribution made 
by the Information Technology Industry especially the 
Software Industry in the post liberalization era. The 
alternative hypotheses nevertheless supposes that in 
Indian economy information Technology Industry 
especially the Software Industry is the chief purveyor of 
global equity participation through FDI, in the post 
liberalization era. 
8] Research Methodology 
The significance of research lies in its quality and not in its 
quantity. As the researches which do not focus in this fact contains 
only endless word-spinning and too many quotations. For this, due 
attention is being paid in designing and adhering to the appropriate 
methodology throughout for improving the quality of research. 
In this context, the methodology used for the present study is as 
follows: -
[i] Research Design 
In designing the research work the first step was the 
identification and formulation of the problem related to the topic of 
the thesis. At this juncture, extensive literatures connected with the 
problem have been surveyed. After extensive literature survey, the 
working hypotheses have been stated in clear terms. After developing 
hypotheses, sample design of a few selected software companies has 
been determined, 
[ii] Collection of Data 
For conducting this research work the informations are 
collected largely from secondary sources. The secondary source of 
informations is the mainstay of the study for the purpose of statistical 
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analysis and interpretations. Articles published in journals and 
periodicals of national and international repute were made good use 
of. It includes the IMF Review, IMF news survey, IMF finance & 
Development (quarterly), the World Bank Report, World Investment 
Reports,{WIR-2002,2003,2004}, UNCTAD, SEBI's {Security Exchange 
Board of IndiajGuidelines, NABHI's Publications (various Issues), 
ASSOCHAM, CII {Confideration of Indian Industry), FICCI 
{Federation Of Indian Chamber Of Corrunerce And Industry), RBI 
Bullentins, Economic Survey (2002,2003), New Delhi (various 
sponsored Reports resume published in Business dailies), and lots of 
other business dailies. 
In order to study the different facets of the global equity 
participation in Software Industry, Annual reports of selected software 
companies are utilized. The various government publications are also 
availed of for relevant purpose. Like updates related to software 
industry in the world and in India is captured mainly from National 
Association of Software and Service Companies (NASSCOM). 
[iii] Statistical Tools and Techniques Used 
The following tools and techniques have been analysed based 
on the collected data and useful interpretation of these have been 
made for purposeful findings and conclusions of the study. 
a] Arithmetic Mean^* 
The arithmetic mean is calculated by figuring up all the 
observations in a lot and then dividing the total by the number of 
items concerned. 
X = 
N 
Where, XX = Total value of the observation 
N = Total number of observations 
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b] Standard Deviation (S.Djss: 
The standard deviation is the calculation of the variation 
in the data used, to determine the percentage of data values 
that exists in any specified distance from their mean. 
mx-xf 
" = V N 
Where, X-X= Deviation taken from actual mean 
N = Number of observation. 
c] Coefficient of Variation (C.V)56 
The Coefficient of variation is the evaluation of relative variation by 
expressing the standard deviation as percentage of arithmetic mean. 
C.V = —x\00 
N 
Where, G = Standard Deviation 
X = Mean of the observation. 
d] Correlation Coefficient^^ 
The correlation of coefficient is the degree and direction of 
relationship between two variables. It is denoted by the symbol r. 
Zxy 
r = Vsx^z/ 
where, x = X-X. 
y = Y-Y. 
After analyzing the data, the hypotheses formulated have been 
tested through following tests. 
Regression Equation: 
Regression Equation is algebric expression of two lines-X and Y. 
Since there are two regression lines, there are two regression equations 
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- the regression equation of X on Y is used to describe the variation in 
the values of X for given changes in Y and the regression equation of Y 
on X is used to describe the variation in the values of Y for given 
changes in X. 
The regression equation of Y on X is expressed as follows 
Yc = a + bX 
where, a and b = two unknown constant fixed numerical values. 
Yc = value of X computed from the relation for a given X. 
To determine the value of a and b following equation has to be solved: 
l Y = Na + bZX 
ZXY = aSX + bEX2 
The regression equation of X on Y is expressed as follows: 
Xc=a + bY 
And for determining the value of a and b two equations are to be 
solved: 
I X = Na + b i Y 
ZXY = aZY + bZY2 
where, SY= sum total of Y. 
ZXY= sum total of XY. 
i:X2= sum total of X2. 
Finally the t-test has been applied with the help of Statistical 
Package for Social Science [SPSS]. Standard t-test has been done to find 
out whether the coefficients are statistically significant or not at 5% 
level. The goodness of fit has been hypothetical by above 5% as the 
rule in general R2 with higher values indicates stronger dependent 
variables. 
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9] Justification and Importance of The Study 
It is now being said that India is a biggest capital center, 
specially for the areas like gulf countries, central Asia, South Asia and 
South-East Asia. Earlier the foreign investors were not convinced of 
India's economic buoyancy and continuity of econonuc liberalization 
with regional parties getting upper hand at the center and the states. 
But with the continuity in economic development in India, many 
regions have evinced confidence in investing in India. This also helps 
India in proving itself as a matured democracy. 
The study is an endeavour to critically examine the varied 
aspects of inflows of foreign investment in the Indian economy. The 
in-depth study of the whole gamut of the problem related to foreign 
equity investment is of paramount value both to the academicians and 
trade and industry. This study also takes up the case of Software 
Industry to assess the inflow of foreign investment in this particular 
sector in the post liberalization period. The study has further dealt 
with the problems and future prospects for the growth of Software 
Industry in India. 
10] Conclusion 
In the foregoing paragraphs, the study has dealt with a 
statement of problem and a comprehensive review of literature on the 
subject matter of foreign equity participation in India in post 
liberalization regime. It is however found that there is a dearth of 
studies in post-reform foreign equity participation in India. Based on 
this fact, the study has proceeded with scope and objectives followed 
by formulation of hypotheses. The research design of the study has 
been appropriately chosen to test the hypotheses and to arrive at the 
findings and conclusions of the study. The study also underscores the 
importance and justification of the present research work. 
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Chapter 2 
Business Environment For Global Equity In Indian 
Economy Since Economic Liberalization 
1] Introduction 
In India there is a saying for more then five hundred years old 
'Vasudhaiva Kutumbkam'— the whole world i» one family. Political 
thinkers from last many decades have also been thinking to create one 
political world. Developments of science and technology have made 
this world an electronic village. It seems this dream of visionaries of 
making this world as one family is being made a reality by 
organizations like ITC (International Trade Council), which is a part of 
World Trade Organization, i.e helping the nations and business 
organizations to have more economic cooperation and thereby 
creating one economic world. Now world is gradually heading 
towards becoming one economic family and that is becoming possible 
because of economic co-operation amongst various nations and its 
business orgariizations. Global Equity Participation is a momentous 
means towards overall economic development of the nations. 
The term global equity is used to designate any business activity 
in which ownership, management, production and marketing extend 
over several national jurisdictions. The main aim in designing this 
chapter is to check out the business milieu for Global Equity in Indian 
economy in post economic liberalization period. For getting the exact 
picture of global equity in Indian economy this chapter is divided into 
two parts Section - A and Section - B. Section - A is steered for 
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explicating business environment for global equity in Indian economy 
as a whole. For that this section is firstly encapsulating the pre-
liberalization policy related to foreign investment in India. Then it is 
dealing with the post-liberalization policy of foreign investment in 
India. The continuing liberalisation and economic reforms programme 
of the Government of India since 1991 aims at rapid and substantial 
economic growth and integration with the global economy in a 
harmonised manner. The new policies have made governmental 
procedures transparent, eliminated licensing in almost all sectors and 
provide encouragement to entrepreneurship through market friendly 
systems. After that the chapter is briefing the evolution of FEMA from 
FERA. Succeeding is the update concept and policy of Joint Ventures 
and subsidiaries. Mergers and Acquisitions technology transfer and 
foreign services in India. 
Section - B is designed to contemplate the ambience for business 
in India through software industry. For that, it is covering the policy as 
regards IT focusing software industry in India since economic 
liberalization. 
2] SECTION - A 
a] Pre Liberalization Policy for Foreign Investment In India: 
In the pre liberalization era in India, there existed no desperate 
need to look for global funds. At the time of independence the attitude 
toward foreign investment was one of the fear and suspicion. This was 
natural on account of the previous exploitative role played by it in 
draining away the resources from this country. The suspicion and 
hostility found expression in the Industrial Policy Resolution of 1948 
which, through recognizing the role of private foreign investment in 
the country, emphasized that its regulation was necessary in the 
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national interest. Because of this attitude expressed in the Resolution, 
foreign capitalist become reluctant and as a result the flow of imports 
of capital goods got obstructed consequently, the prime minister had 
to give following assurance to the foreign capitalist in 1949. 
a) India would not make any discrimination between foreign and local undertakings. 
b) The foreign investors operating in India would be permitted to earn profits without 
subjecting them to under controls. Only such restrictions would be imposed which 
also applies to Indian enterprises. 
c) In case of nationalization of undertaking fair and equitable compensation would be 
paid to foreign investors. 
The industrial policy resolution of 1948 and 1956 as well as Mr. 
Nehru's statement on foreign capital formed the basis of government's 
policy on foreign capital till 1991 when the new economic policy was 
announced. 
Prior to this policy foreign capital was generally permitted in 
trading activities, plantation, banking and financial institutions. It 
was not permitted in those industries which had received 
government protection or which were of basic and/or strategic 
importance to the country. 
b] Post Liberalization Policy for Foreign Investment in India 
The continuing liberalisation and economic reforms programme 
of the Government of India since 1991 aims at rapid and substantial 
economic growth and integration with the global economy in a 
harmonised manner. The new policies have made governmental 
procedures transparent, eliminated licensing in almost all sectors and 
provide encouragement to entrepreneurship through market friendly 
systems.! 
Foreign investment up to lOOpercent is allowed under the 
automatic route in all activities/sectors except the following which 
will require approval of the Government: 
36 
• Activities/ items that require an Industrial Licence; 
• Proposals in which the foreign collaborator has a previous/existing venture/tie up in 
India in the same or allied field 
• All proposals relating to acquisition of shares in an existing Indian company by a 
foreign/NRI investor. 
• All proposals falling outside notified sectoral policy/caps or under sectors in which 
FDI is not permitted. 
i) Automatic Route 
FDI Policy permits FDI up to 100 percent from foreign/NRI 
investor without prior approval in most of the sectors including the 
services sector under automatic route. FDI in sectors/activities under 
automatic route does not require any prior approval either by the 
Government or the RBI. The investors are required to notify the 
Regional office concerned of RBI of receipt of inward remittances 
within 30 days of such receipt and will have to file the required 
documents with that office within 30 days after issue of shares to 
foreign investors. 
All activities, which are not covered under the automatic route, 
prior Government approval for FDI/NRI shall be necessary. 
Areas/sectors/activities hitherto not open to FDI/NRI investment 
shall continue to be so unless otherwise decided and notified by 
Government. An investor can make an application for prior 
Government approval even when the proposed activity is under the 
automatic route, 
ii) Procedure for Obtaining Government Approval- PIPE 
The Foreign Investment Promotion Board (FIPB) considers 
approving all proposals for foreign investment, which requires 
Government approval. The FIPB also grants composite approvals 
involving foreign investment/foreign technical collaboration. For 
seeking the approval for FDI other than NRI Investments and 100 
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percent EOU, applications in form FC-IL should be submitted to the 
Department of Economic Affairs (DEA), Ministry of Finance, 
ill) FDI From NRI & For lOOpercent EOU 
FDI applications with NRI Investments and lOOpercent EOU 
should be submitted to the Public Relation & Complaint (PR&C) 
Section of Secretariat of Industrial Assistance (SIA), Department of 
Industrial Policy & Promotion, 
iv) General Permission Of RBI Under FEMA 
RBI has granted general permission under Foreign Exchange 
Management Act (FEMA) in respect of proposals approved by the 
Government. Indian companies getting foreign investment approval 
through FIPB route do not require any further clearance from RBI for 
the purpose of receiving inward remittance and issue of shares to the 
foreign investors. The companies are, however, required to notify the 
Regional office concerned of the RBI of receipt of inward remittances 
within 30 days of such receipt and to file the required documents with 
the concerned Regional offices of the RBI within 30 days after issue of 
shares to the foreign investors or NRIs. Besides new companies, 
automatic route for FDI/NRI investment is also available to the 
existing companies proposing to induct foreign equity. For existing 
companies with an expansion programme, the additional 
requirements include: 
• the increase in equity level resulting from the expansion of the equity base of the 
existing company without the acquisition of existing shares by NRI/foreign investors, 
• the money to be remitted should be in foreign currency and 
• proposed expansion programme should be in the sector(s) under automatic route. 
Otherwise, the proposal would need Government approval through the FIPB. For this 
a Board Resolution of the existing Indian company must support the proposal. 
For existing companies without an expansion programme, the 
additional requirements for eligibility for automatic approval are 
• that they are engaged in the industries under automatic route; 
• the increase in equity level must be from expansion of the equity base and 
• the foreign equity must be in foreign currency. 
The earlier SEBI requirement, applicable to public limited 
comparues, that shares allotted on preferential basis shall not be 
transferable in any manner for a period of 5 years from the date of 
their allotment has now been modified to the extent that not more than 
20 per cent of the entire contribution brought in by promoter 
cumulatively in public or preferential issue shall be locked-in. 
Equity participation by international financial institutions such 
as ADB, IFC, CDC, DEC, etc. in domestic companies is permitted 
through automatic route subject to SEBI/RBI regulations and sector 
specific cap on FDI 
v) American Depository Receipts (ADRs)/Global Depository 
Receipts (GDRs) 
An Indian corporate can raise foreign currency resources abroad 
through the issue of American Depository Receipts (ADRs) or Global 
Depository Receipts (GDRs). Regulation 4 of Schedule I of FEMA 
Notification no. 20 allows an Indian company to issue its Rupee 
denominated shares to a person resident outside India being a 
depository for the purpose of issuing Global Depository Receipts 
(GDRs) and/ or American Depository Receipts (ADRs), subject to the 
conditions that: 
• The ADRs/GDRs are issued in accordance with the Scheme for issue of Foreign 
Currency Convertible Bonds and Ordinary Shares (Through Depository Receipt 
Mechanism) Scheme, 1993 and guidelines issued by the Central Government there 
under from time to time. 
• The Indian company issuing such shares has an approval from the Ministry of Finance, 
Government of India to issue such ADRs and/or GDRs or is eligible to issue ADRs/ 
GDRs in terms of the relevant scheme in force or notification issued by the Ministry of 
Finance, and 
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• There are no end-use restrictions on GDR/ADR issue proceeds, except for an express 
ban on investment in real estate and stock markets. 
• The FCCB issue proceeds need to conform to external commercial borrowing end use 
requirements; in addition, 25 per cent of the FCCB proceeds can be used for general 
corporate restructuring. 
• Is not otherwise ineligible to issue shares to persons resident outside India in terms of 
these Regulations. 
• There is no limit upto which an Indian company can raise ADRs/GDRs. However, the 
Indian company has to be otherwise eligible to raise foreign equity under the extant FDI 
policy. 
A company engaged in the manufacture of items covered under 
Automatic route, whose direct foreign investment after a proposed 
GDRs/ADRs/FCCBs issue is Ukely to exceed the percentage limits 
under the automatic route, or which is implementing a project falling 
under Government approval route, would need to obtain prior 
Government clearance through FIPB before seeking final approval 
from the Ministry of Finance, 
vi) Foreign Currency Convertible Bonds (FCCB) 
FCCBs are issued in accordance with the scheme [the Scheme for 
issue of Foreign Currency Convertible Bonds and Ordinary Shares 
(Through Depository Receipt Mechanism) Scheme, 1993] and 
subscribed by a non-resident in foreign currency and convertible into 
ordinary shares of the issuing company in any manner, either in 
whole, or in part, on the basis of any equity related warrants attached 
to debt instruments. 
The eligibility for issue of Convertible Bonds or Ordinary Shares 
of Issuing Company is given as under: 
• An issuing company desirous of raising foreign funds by issuing Foreign Currency 
Convertible Bonds or ordinary shares for equity issues through Global Depositary 
Receipt 
• Can issue FCCBs upto USD 50 Million under the Automatic route, 
• From USD 50 -TOO Million, the companies have to take RBI approval. 
40 
• From USD 100 Million and above, prior permission of the Department of Economic 
Affairs is required. 
vii) Preference Shares 
Foreign investment through preference shares is treated as 
foreign direct investment. Proposals are processed either through the 
automatic route or FIPB as the case may be, as per the following 
guidelines: 
• Foreign investment in preference share is considered as part of share capital and fall 
outside the External Commercial Borrowing (ECB) guidelines/cap. 
• Preference shares to be treated as foreign direct equity for purpose of sectoral caps on 
foreign equity, where such caps are prescribed, provided they carry a conversion 
option. Preference shares structured without such conversion option fall outside the 
foreign direct equity cap. 
• Duration for conversion shall be as per the maximum limit prescribed under the 
Companies Act or what has been agreed to in the shareholders agreement whichever is 
less. 
• The dividend rate would not exceed the limit prescribed by the Ministry of Finance. 
• Issue of preference shares should conform to guidelines prescribed by the SEBI and 
RBI and other statutory requirements. 
Table - 1 
Foreign Direct Investment Policy In Different Sectors In India 
S.No. 
1 
2 
Sector 
Banking 
Non-Banking 
Financial 
Companies 
(NBFCs) 
Guidelines 
NRI 40percent. Foreign investment of upto 
20percent is permitted 
Investments allowed in the following 15 
activities as per levels indicated below: 
(I) Merchant Banking, (II) Underwriting, (III) 
Portfolio Management Services, (IV) 
Investment Advisory Services, (V) Financial 
Consultancy, (VI) Stock Broking, (VII) Asset 
Management, (VIII) Venture Capital, (IX) 
Custodial Services, (X) Factoring, (XI) Credit 
Reference Agencies, (XII) Credit Rating 
Agencies, (XIII) Leasing and Finance and 
(XIV) Housing Finance (XV) Forex Broking. 
Minimum Capitalization Norms 
FDI 51 percent - US $ 0.5 million to be 
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brought upfront. FDI > Slpercent and 
75percent - US $ 5 million to be brought 
upfront. FDI > 75percentand < lOOpercent -
US $ 50 million, out of which US 7.5 million 
to be brought upfront and the balance in 24 
months. FDI = lOOpercent - US $ 50 million, 
out of which US 7.5 million to be brought 
upfront and the balance in 24 months 
lOOpercent NBFC to act as holding company 
and specific activities to be undertaken by 
step down subsidiaries with minimum 
25percent domestic equity 
lOpercentdomestic equity to be brought 
upfront and balance over 24 months 
Civil Aviation 
In the domestic Airlines sector 
I) Foreign equity upto 40percent permitted 
No direct or indirect equity participation by 
foreign airlines is allowed 
li) lOOpercent by NRIs 
Power Upto lOOpercent FDI allowed. 
Telecommunic 
ation 
In basic, cellular mobile, paging and value 
added services, FDI is limited to 49percent 
subject to grant of licence by DoT. No limit in 
the manufacturing sector. 
Drugs an 
Pharmaceutical 
dby 
Foreign investment upto 51percent in the 
case of bulk drugs, their intermediates and 
formulations thereof (except those produced 
the use of recombinant DNA technology) 
are granted automatic approval by the RBI 
Other proposals are considered on merit on a 
case by case basis by the Government 
Manufacturing activity essential for FDI 
above 51 percent as per Drug policy. 
7 Petroleum 
Under the new exploration policy, foreign 
equity upto lOOpercent is allowed for small 
fields through competitive bidding. 
Upto 60percent for unincorporated JV and 
Slpercent for incorporated Jvs with NOC for 
medium sized fields. 
For refining, FDI is limited to 26percent 
(PSUs 26percent and balance 48percent 
Public) 
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8 
9 
10 
11 
12 
Real Estate 
Roads and 
Highways 
Ports 
Tourism 
Mining 
[n case of private Indian company, foreign 
direct investment upto 49percent. 
For petroleum product pipeline sector, FDI is 
limited upto Slpercent. Upto 74percent in 
infrastructure related to marketing and 
marketing of petroleum products. 
lOOpercent WOS for the purpose of market 
study and formulation. 
lOOpercent subsidieiry for 
investment/financing. For actual trading and 
marketing, minimum 26percent Indian 
equity is required over 5 years. 
No foreign investment in this sector is 
permitted. NRIs/OCBs are allowed. 
Private sector including foreign equity 
participation upto lOOpercent in the 
highways is envisaged on Build, Operate and 
Transfer (EOT) concept. 
Automatic Approval upto 74percent FDI by 
RBI. 
Upto lOOpercent FDI allowed for BOT 
projects. 
Automatic Approval upto 74percent FDI by 
RBI. 
lOOpercent foreign equity is permissible in 
the sector. Automatic Approval by the 
Reserve Bank of India for foreign equity upto 
51 percent and subject to specified 
parameters. 
I) Foreign equity participation of upto 
SOpercent in the mining sector would be 
automatic, except for gold, silver and 
precious stones. 
II) For gold, silver, diamonds and precious 
stones, approvals would be given keeping in 
view specified parameters. 
For companies which seek to set up 
lOOpercent wholly owned subsidiaries, 
permission may be given subject to the 
condition that in case the company wishes to 
enter into a joint venture for investment in 
the mining here a foreign equity holding in 
13 
14 
15 
excess of SOpercent is envisaged, prior 
approval of the FIPB would be taken. 
While this sector is reserved for the public 
Coal and sector, private and foreign investment is 
Lignite permitted in coal for captive consumption 
only (generation of power) and washeries. 
Venture 
Capital Fund 
Cigarettes 
An offshore venture capital company may 
contribute 100 percent of the capital of a 
domestic venture capital fund and may also 
set up a domestic asset management 
company to manage the fund. 
VCFs and VCCs are permitted to hold upto 
40percent of the paid up capital of domestic 
unlisted companies. Ceiling would be subject 
to relevant equity investment limits in force 
in relation to areas reserved for SSI. 
Investment in any single company by a 
VCF/VCC not to exceed Spercent of paid up 
corpus of domestic VCF/VCC. 
Upto lOOpercent foreign equity is permissible 
subject to industrial licensing. 
Source: Compiled and computed by the research scholar from the data available through 
www.nriofindia.com 
viii) Portfolio Investment Scheme 
Foreign Institutional Investors(FlIs) registered with SEBI and 
Non-resident Indians are eligible to purchase the shares and 
convertible debentures under the Portfolio Investment Scheme. The FII 
should apply to the designated AD who may then grant permission to 
FII for opening a foreign currency account and/or a Non Resident 
Rupee Account. 
NRI can invest in share/Securities in India in terms of 
guidelines issued under portfolio Investment Scheme [PIS]. 
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Table - 2 
Statement Showing Portfolio Investment Scheme 
Sr. 
No 
1 
2 
3 
4 
5 
6 
7 
Type of 
Investment 
Portfolio 
Investment 
40percent 
scheme 
lOOpercent 
scheme for 
3,4 or 5 star 
hotel 
100 percent 
scheme in 
high 
priority 
area 
lOOpercent 
scheme in 
other than 
high 
priority 
areas 
lOOpercent 
scheme in 
housing 
,real estate 
developme 
nt 
Direct 
investment-
NCD 
Acquisition Of Investment 
Conditions and Limits of 
Purchase 
i) Must be purchased 
through a stock exchange. 
li)Limits -upto Spercent 
per NRI -overall limit 
lOpercent 
Upto 40percent amount in 
shares and CDs 
lOOpercent investment 
allowed 
lOOpercent with certain 
restrictions :forex 
obligation ,purchase of 
new machines. 
Upto lOOpercent equity 
Upto lOOpercent permitted 
No specific conditions 
Application 
to be Made 
By 
Investor 
The issuing 
CO 
Company to 
apply 
Issuing Co. 
Issuing Co. 
Issuing Co. 
Issuing Co. 
Sale 
Transfer of 
Investment 
[Condition 
for General 
Exemption] 
General 
exemption 
No general 
exemption 
No general 
exemption 
No general 
exemption 
No general 
exemption 
No general 
exemption 
No general 
exemption 
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8 
9 
10 
11 
12 
Mutual 
Funds 
Public 
Sector 
bonds 
Shares of 
PSEs 
disinvested 
by 
government 
100 percent 
scheme in 
sick units 
Deposits 
with public 
limited co. 
Investment in Forex 
No specific conditions 
No limit 
Upto lOOpercent 
i) No particular limit 
prescribed ii)Deposits 
should be for minimum 
three years 
The issuing 
mutual fund 
The issuing 
public sector 
CO. 
-
Concerned 
Company 
-
No general 
exemption 
No general 
exemption 
No general 
exemption 
No general 
exemption 
-
Source: Compiled and Computed by The Research Scholarfrom the data available from 
indiainfoline.com 
Foreign Institutional Investors (FIIs) 
While presenting the budget for 1991-92, The finance minister Dr. 
Manmohan Singh had announced a decision to allow reputed foreign 
investors to invest in Indian capital market. The foreign Investors who 
can be registered as Foreign Institutional Investors [FIIs] in Indian 
capital market should belong to any of the following categories: 
1. Pension Funds, 
2. Mutual Funds. 
3. Investment Trust. 
4. Insurance on reinsurance companies. 
5. Endowment Funds. 
6. University Funds. 
7. Foundation or charitable trust or charitable societies who 
propose to invest on their own behalf, and 
8. Asset management companies. 
9. Nominee companies. 
10. Institutional Portfolio management. 
11. Trustees. 
12. Power of attorney holders. 
13. Bank.. 
dA 
Policy on FII Investments 
Main features of the policy on investment hy FII are 
FIIs are required to allocate their investment between equity and 
debt instruments in the ratio of 70:30. However, it is also possible for 
an Fll to declare itself a lOOpercent debt FII in which case it can make 
its entire investment in debt instruments. FIIs can buy/sell securities 
on Stock Exchanges. They can also invest in listed and unlisted 
securities outside Stock Exchanges where the price has been approved 
by RBI. No individual FII/sub-account can acquire more than 
lOpercent of the paid up capital of an Indian company. All FIIs and 
their sub-accounts taken together cannot acquire more than 24percent 
of the paid up capital of an Indian Company. 
Indian Companies can raise the above mentioned 24percent 
ceiling to the Sectoral Cap / Statutory Ceiling as applicable by passing 
a resolution by its Board of Directors followed by passing a Special 
Resolution to that effect by its General Body in.^  No permission from 
RBI is needed so long as the FIIs purchase and sell on recognized stock 
exchange. All non-stock exchange sales/purchases require RBI 
permission. 
Portfolio Investments by NRIs 
NRIs/PIOs are permitted to purchase/sell shares/convertible 
debentures of Indian companies on Stock Exchanges under Portfolio 
Investment Scheme. For this purpose, the NRI/PIO has to apply to a 
designated branch of a Bank which deals in Portfolio Investment. All 
the sale/purchase transaction are routed through the designated 
branch. 
An NRl can purchase shares up to 5 percent of the paid up capital of 
an Indian company. All NRIs taken together cannot purchase more 
than lOpercent of the paid up value of the company. This limit can be 
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increased by the Indian company to 24percent by passing a General 
Body resolution. 
Investment can be made both on repatriation basis or non-repatriation 
basis, the sale of shares will be subject to payment of applicable taxes. 2 
c] FERA - FEMA 
Before introduction of FEMA (Foreign Exchange Management 
Act}, foreign investments were regulated under the law of Foreign 
Exchange Regulation Act (FERA) which merely provided that 
investment in India by non-resident could be made only with the 
permission of Reserve Bank of India. It was therefore being dealt with 
in a very bureaucratic manner, creating obstacle in the way of foreign 
investors who wanted to invest in India. General rule was that foreign 
investment must be coupled with transfer of technology. It was 
permissible or\ly in those areas where country needed transfer of 
technology or in some very hi-tech areas. It was based on industrial 
policy of the government of India made in the year 1956. 
In that year, there was a contention in Indian parliament 
whether foreign investment should and welcomed or can be allowed 
under a strict regulatory regime. Ultimate result was a very 
complicated regulatory regime. Present regulations Foreign Exchange 
Management Act (FEMA) are much liberalized and more day-by-day. 
As compared to earlier times, now in India international 
companies can invest in business activities, increase competition and 
establish a free market oriented economic system. Foreign companies 
can now enter into almost all industrial and manufacturing activities. 
Industrial licenses have been done away from all industries except few 
strategically sensitive areas such as defense, automatic energy, 
irrespective of level of investment. ^ 
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General Permission Under Fema 
(i) Issue of Rights/ Bonus Shares 
General permission is available to Indian companies to issue 
Right/Bonus shares subject to certain conditions. Entitlement of rights 
shares is not automatically available to investors who have been 
allotted such shares as OCBs. Such issuing companies would have to 
seek specific permission from RBI, Foreign Exchange Department, 
Foreign Investment Division for issue of shares on right basis to 
erstwhile OCBs. However, bonus shares can be issued to OCBs. 
(ii) Issue of Shares Under Merger/Amalgamation 
Where a Scheme of merger or amalgamation of two or more 
Indian companies has been approved by a court in India, the 
transferee company may issue shares to the shareholders of the 
transferor company, resident outside India subject to ensuring that the 
percentage of shareholding of persons resident outside India in the 
transferee or new company does not exceed the percentage specified 
in the approval granted by the Central Government or the Reserve 
Bank. 
(iii) Issue of shares under ESOS scheme 
A company may issue shares under this Scheme, to its 
employees or employees of its joint venture or wholly owned 
subsidiary abroad who are resident outside India, directly or through 
a Trust subject to the condition that the scheme has been drawn in 
terms of relevant regulations issued by the SEBI; and face value of the 
shares to be allotted under the scheme to the non-resident employees 
does not exceed Spercent of the paid-up capital of the issuing 
company. 
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(iv) Issue of Shares Under Merger/Amalgamation 
An Indian corporate can raise foreign currency resources abroad 
through the issue of ADRs or GDRs. Regulation 4 of Schedule I of 
FEMA Notification no. 20 allows an Indian company to issue its Rupee 
denominated shares to a person resident outside India being a 
depository for the purpose of issuing GDRs and/ or ADRs, subject to 
the conditions that: 
• The ADRs/GDRs are issued in accordance with the Scheme for issue of Foreign 
Currency Convertible Bonds and Ordinary Shares (Through Depository Receipt 
Mechanism) Scheme, 1993 and guidelines issued by the Central Government 
thereunder from time to time 
• The Indian company issuing such shares has an approval from the Ministry of Finance, 
Government of India to issue such ADRs and/or GDRs or is eligible to issue ADRs/ 
GDRs in terms of the relevant scheme in force or notification issued by the Ministry of 
Finance, and 
• Is not otherwise ineligible to issue shares to persons resident outside India in terms of 
these Regulations. 
Repatriation of Investment Capital and Profits Earned in India 
All foreign investments are freely repatriable except for the 
cases where NRls choose to invest specifically under non-repatriable 
schemes. Dividends declared on foreign investments can be remitted 
freely through an Authorised Dealer. 
Non-residents can sell shares on stock exchange without prior 
approval of RBI and repatriate through a bank the sale proceeds if they 
hold the shares on repatriation basis and if they have necessary 
NOC/tax clearance certificate issued by Income Tax authorities. 
For sale of shares through private arrangements. Regional 
offices of RBI grant permission for recognized units of foreign equity 
in Indian company in terms of guidelines indicated in Regulation lO.B 
of Notification No. FEMA.20/2000 RB dated 3rd May 2000. The sale 
price of shares on recognised units is to be determined in accordance 
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with the guidelines prescribed under Regulation 10B(2) of the above 
Notification. Profits, dividends, etc. (which are remittances classified 
as current account transactions) can be freely repatriated. 
e] Concept and policy of -
i) Joint ventures and Subsidiaries 
ii) Technology Transfer. 
iii) Mergers and Acquisitions 
iv) Foreign Services, 
i) Joint Ventures and Subsidiaries 
Indian government Policy for Joint Ventures 
The present policy of the government of India with regard to 
profits, dividends royalties etc is liberal, but the government is 
cautious of excessive remittance while approving foreign investment 
proposals and collaboration or Joint Ventures is approved, they are 
treated on par with the Indian companies. 
Government Approvals for Joint Ventures 
All the joint ventures in India require governmental approvals, 
if a foreign partner or an NRI or PIO partner is involved. The approval 
can be obtained from either from RBI or FIPB. In case, a joint venture is 
covered under automatic route, then the approval of Reserve bank of 
India is required. In other special cases, not covered under the 
automatic route, a special approval of FIPB is required. 
The Government has outlined 37 high priority areas covering 
most of the industrial sectors. Investment proposals involving up to 
74percent foreign equity in these areas receive automatic approval 
within two weeks. An application to the Reserve Bank of India is 
required. Besides the 37 high priority areas, automatic approval is 
available for 74percent foreign equity holdings setting up international 
trading companies engaged primarily in export activities. 
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Approval of foreign equity is not limited to 74percent and to 
high priority industries. Greater than 74percent of equity and areas 
outside the high priority list are open to investment, but government 
approval is required. For these greater equity investments or for areas 
of investment outside of high priority an application in the form FC 
(SIA) has to be filed with the Secretariat for Industrial Approvals. A 
response is given within 6 weeks. Full foreign ownership (lOOpercent 
equity) is readily allowed in power generation, coal washeries, 
electronics. Export Oriented Unit (EOU) or a unit in one of the Export 
Processing Zones ("EPZ's"). 
For major investment proposals or for those that do not fit 
within the existing policy parameters, there is the high-powered 
Foreign Investment Promotion Board ("FIPB"). The FIPB is located in 
the office of the Prime Minister and can provide single-window 
clearance to proposals in their totality without being restricted by any 
predetermined parameters. 
Foreign investment is also welcomed in many of infrastructure 
areas such as power, steel, coal washeries, luxury railways, and 
telecommunications. The entire hydrocarbon sector, including 
exploration, producing, refining and marketing of petroleum products 
has now been opened to foreign participation. The Government had 
recently allowed foreign investment up to Slpercent in mining for 
commercial purposes and up to 49percent in telecommunication 
sector. The government is also examining a proposal to do away with 
the stipulation that foreign equity should cover the foreign exchange 
needs for import of capital goods. In view of the country's improved 
balance of payments position, this requirement may be eliminated.^ 
Taxation 
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Licensing arrangement or the Joint Ventures generally involve 
taxation of in the country of resident of the taxpayer as well as in the 
country of the source of income. For relief from the payment of tax 
under the tax law of both the countries (for Indian party and foreign 
party), double taxation arrangement for avoidance of double taxation 
exist with a number of countries. 
Repatriation 
Foreign capital invested in India for industrial projects with the 
approval of the government of India is allowed to be repatriated from 
India, along with capital appreciation, if any, provided approval is 
first obtained from the Reserve Bank of India. 
A lOOpercent Wholly Owned Subsidiary is the most sought after 
route for foreign companies wishing to establish a base in India. For 
this and Indian company with limited liability is formed in India 
whose liabilities are limited to Indian operations only. The company 
once approved is treated like other Indian companies and enjoys all 
the benefits of being Indian Company. Depending upon the business 
sector, the investments on repatriation basis are allowed under 
automatic route or through a prior approval by FIPB (Foreign 
Investment Promotion Board}. 
In other words, if a foreign company like to hand over control to 
the local management or would like to sell its products in India then it 
should look at this option {Wholly Owned Companies (lOOpercent 
subsidiaries)}. For the Software Industry, the government of India 
allows up to 100 percent ownership by the foreign Investor. Also, if it 
set up its office in an Export Processing Zone [EPZ], Software 
Technology Park [STP], or Electronic Hardware Technology Park 
[EHTP], then it will automatically be given permission for 100 percent 
ownership. The catch though is that it will have to export at least 75 
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percent of the final output out of India. Many of India's states have at 
least one of these parks. 
Automatic approval are given by the secretariat for industrial 
approval for setting up 100 percent Export Oriented Units (EOU). 
These zones are designed to provide internationally competitive 
infrastructure facilities and duty-free and low cost environment. 
Various monitory and non-monitory incentives are granted which 
import duty exemption, complete tax holding, decentralized 'single 
window clearance' etc. establishing units in EPZ or STPs have the 
following advantage: 
> Duty-free imports. 
> Tax free income. 
> Ready made infrastructure. 
> Housing and living facilities (in some cases). 
ii) Technology Transfer 
Approvals 
The Reserve Bank of India ("RBI") accords automatic permission 
for foreign technology agreements in high priority industries up to 
Spercent royalty for domestic sales and Spercent for exports, subject to 
total payment of Spercent of sales over 10 year period from date of 
agreement or 7 years from commencement of production. In addition, 
lump-sum technology payments up to Rs. 1 crore, i.e., (Rs. 10 million) 
are permitted under the automatic approval system. The prescribed 
royalty rates are net of taxes and are calculated according to standard 
procedures. 
Subject to the aforesaid guidelines, automatic approval is 
available in non-high priority industries, if no foreign exchange is 
required for any payment. 
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Governine Laws - r 
Transfer of technology agreeme'ny^must be subject to the laws of 
India. These agreements can be subject to arbitration under the rules of 
international institutions like the International Chamber of Commerce 
(the "ICC"). Arbitration can take place in India or abroad. India is a 
party to the 1958 New York Convention on Enforcement of Arbitration 
Awards. Foreign awards are, therefore, enforceable in India. Under 
Indian law, upon termination of the transfer of technology agreement 
after its 7-10 year period, the technology is deemed to be perpetually 
licensed to the Indian party for use in India. Special rules apply to the 
transfer of technology to Indian government companies. 
ill) Mergers and Acquisitions 
The process of mergers or amalgamations is governed by 
sections 391 to 394 of the Companies Act, 1956 and requires the 
following approvals 
Shareholder Approval 
The shareholders of the amalgamating and the amalgamated 
companies are directed to hold meetings by the respective High 
Courts to consider the scheme of amalgamation. The scheme is 
required to be approved by 75percent of the shareholders, present and 
voting, and in terms of the voting power of the shares held (in value 
terms). 
Further, Section 395 of the Companies act stipulates that the 
shareholding of dissenting shareholders can be purchased, provided 
90percent of the shareholders, in value terms, agree to the scheme of 
amalgamation. In terms of section 81 (IA) of the Companies Act, the 
shareholders of the "amalgamated company" also are required to pass 
a special resolution for issue of shares to the shareholders of the 
"amalgamating company". 
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Creditors/Financial Institutions/Banks Approval 
Approvals from these are required or the scheme of 
amalgamation in terms of the agreement signed with them. 
High Court Approvals 
Approvals of the High courts of the States in which registered 
offices of the amalgamating and the amalgamated companies are 
situated are required. 
Reserve Bank of India Approval 
In terms of section 19 of FERA, 1973 Reserve Bank of India 
permission is required when the amalgamated company issues shares 
to the nonresident shareholders of the amalgamating company or any 
cash option is exercised.^ 
iv) Foreign Services 
Foreign investment in India is subject to policy guidelines 
framed by the Government of India from time to time in accordance 
with its Industrial Policy. In terms of the Industrial Policy announced 
by the Government of India on 24th July 1991 followed by subsequent 
guidelines issued by them, foreign equity upto 
SOpercent/51 percent/74percent, as the case may be, is permitted by 
Reserve Bank under the Automatic Route in specified services sector. 
Applications that do not conform to the parameters of the 
Automatic Route, are required to be made to the Secretariat for 
Industrial Assistance (SIA), Ministry of Industry, Government of 
India, New Delhi. 
Investment in bank deposits, company deposits, etc. may be 
made by individuals of Indian nationality or origin resident outside 
India (NRIs) and overseas corporate bodies predominantly owned by 
such persons (OCBs). They are subject to different rules and 
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investments both with repatriation and non-repatriation benefits are 
permitted under various schemes^ 
3] SECTION - B 
Policy as Regards IT Focusing Software Industry 
The Government of India, recognizing that the impressive 
grov^th the country has achieved since the mid-Eighties in information 
technology is still a small proportion of the potential to achieve, has 
resolved to make India a Global IT Superpower and a front-runner in 
the age of Information Revolution. The Government of India considers 
IT as an agent of transformation of every facet of human life, which 
will bring about a knowledge based society in the twenty-first century. 
a) Income Tax ^ 
According to the provision of Section 80HHE of the income tax 
Act, 1961, profits derived from export/transmission outside India of 
computer software or provision of technical services outside India in 
connection with development/production of software are exempt 
from tax up to a specified limit. Percentage of profit that can be 
claimed as deduction under section 80HHE of the Act is as follows: 
Financial Year Amount of Deductions 
Financial Year 2001-02 70 percent 
Financial Year 2002-03 50 percent 
Financial Year 2003-04 30 percent 
Financial Year 2004-05 onwards No 
deduction 
A number of Information Technology Enabled Services (ITES) 
such as back office operations, call centers, data processing, revenue 
accounting, payroll, medical transcription, insurance claim processing, 
content development and animation, website services etc has been 
notified by the Central Board Of Direct Taxes (CBDT), in respect of 
which deduction under section 80HHE of the Act can be claimed.» 
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Depreciation on Computer Software 
As per the provision of Income Tax Act, annual depreciation on 
computer software can be claimed at the rate of 60 percent of the 
written down value at the beginning of the relevant financial year for 
income tax^ .^ Therefore imder the written down value added, 84 
percent of the cost of computer and software can be depreciated in 
first 2 years.' 
b) Excise Duty^o 
Nil Excise duty is invited by computer software. Goods 
purchased from Domestic Tarrif Area (DTA),by units in 100 percent 
Export Oriented Units (EOUs), Export Promotion Zones (EPZs), 
Software Technology Parks is excused from Excise duty. 
c) Banking Related Issues" 
• Commercial Banks shall treat IT software and service sector as a Priority sector This would 
help to meet the requirement of IT software and service exports, and also the IT industry and 
application with m the country Major banks will be advised to create specialized IT 
financmg cells in important branches, where IT Software and Services units are sufficiently 
large in number 
• Bank leadmg to IT Software and Services exporters shall be made eligible for RBI rehnancing 
with sufficiently low mterest rates 
• The banks shall be allowed to invest m the form of equity m dedicated capital funds meant 
for IT industry as part of the 5 percent of increment m deposits currently allowed for shares 
• Banks will be advised to sanction working capital finance to IT companies engaged in 
software services, project services and software products 
• Joint venhires of Banks/FIs hke ICICI, IDBI, UTI and SEBI shall be setup with Indian or 
foreign companies for setting up atleast four different venture capital dedicated funds of a 
corpus of not less then Rs 50 crores each to cater to the credit need of mdustry 
• Bank will have autonomy to sanction credit facilities upto Rs 10 crore by way of cash credit 
facility or overdraft 
• For credit facilities above Rs 10 crore, cash credit component will be restricted to 20 percent 
of the aggregate credit limit after excluding exports credit sanctioned with the balance being 
disbursed as a demand loan component 
• On the application by Indian Software company Reserve Bank of India may permit resident 
employees of the company (mcludmg working directors) to purchase foreign securities under 
ADR/GDR Linked Stock Option Schemes However, the consideration for such purchase 
should not exceed USD 50,000 or its equivalent m a block of 5 calendar in years 
• International Credit Cards, ATM Cards, Debit Cards can c used on the internet for any 
purpose for which foreign exchange can be purchased from an authorised dealer m India 
such as import of books, purchase of software by downloading from the internet and any 
other item permitted to imported under the Exim Policy i^  
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d) Custom Related Issues 3^ 
The Department of Revenue, Ministry of Finance, Government 
of India has issued Customs Notification No 21/2002 dated March 1, 
2002 the inter ail exempts the following goods from custom duty: 
• Information technology software products. 
• Document of title conveying the right to use information technology 
software; and 
• CD-ROMS containing books of educational nature, journals, periodicals or 
newspapers. Customs duty on import of cd-roms or optical disc media or magnetic 
media containing text, data or multimedia, as content shall be charged only on the 
media and not on the contents. 
e) Exim Policy ^* 
Under the Exim Policy in India Import of all kinds of computers 
are allowed without obtaining any licenses. 
• 5 percent duty EPCG Scheme for software sector (minimum threshold of capital 
goods of Rs. 10 lakhs removed). 
• Import of capital goods on loan by units located in EOU/ EPZ/ EHTP/ 
STP units would be duty free. 
• Units located in EOU/ EPZ/ EHTP/ STP are permitted to import goods, 
including capital goods, free of cost or loan from their clients, subject to various 
stipulation of re-export. 
• Under EOU/ EPZ/ EHTP/ STP Schemes, imported IT products shall be permitted 
to be taken out of bonded offices or out of Electronic/ IT Units, after a period of two 
years from the date of import if these are denoted to recognize educational 
institutions, government organizations and registered charitable hospitals. Etc., as 
defined in the Clause 9.19 of the Handbook of Procedures (Volume I ) of the EXIM 
Policy through a custom notification. 
• For importing of capital goods, private and pubhc organization providing IT 
infrastructure shall be included for duty exemption. Such service providers, in view 
of such capital goods imported, shall undertake the export obligations as provided 
the import of capital goods in the EPCG Scheme. 
• For exports of IT product to Russian other CIS countries, the following relaxation 
will be allowed under EXIM Policy: 
a) Export of goods against non-convertible currency will be counted towards 
discharge of export obligations under various schemes of the EXIM Policy. 
b) For exports under rupee payment DEPB will be given at the rate of 70 per cent 
entitlement. 
• Under DEPB Rupee trade arrangement, IT Software, IT Services, and IT Product 
export to Russia shall be permitted with promotional support given by the 
Electronics and Software Export Promotion Council, (ECS), STP, etc. 
f) Indian Companies Act 1956 s^ 
• For employees of Indian Software companies Dollar Linked Stock Exchange were 
announced in 1998 Budget and detailed guidelines on this have been issued by 
Ministry of Finance. 
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• For stock listed in India Employee Stock option schemes would ako be inflamed. 
Also, clarification shall be issued that income tax is applicable only at the time of 
sale and not at the time of excise of option. 
• As per Reserve Bank of India norms, acquisition of overseas IT Company will not 
require any separate permission from the Department of Commerce Affairs under 
Section 372 of tfie Companies Act, 1956. 
g) Labour Laws i^  
As the Indian IT product industry will increasingly have to 
compete with countries like Taiwan, Singapore, Korea, and Phillipines, 
the Indian Labour Law in this limited sector should not be adverse as 
compared to the labour laws in the cometing countries. In view of this, 
the following modifications in the Labour Law specifically applicable 
to s IT products manufacturing sector, has enacted in S-BIT Unites/ 
Zones/ Habitats with due consideration to the ILO recommendations. 
• Tele communicating is recognized as new modality of doing work in an office and 
Labour Laws accommodating the same shall be enacted. An option shall be given to 
employees, where feasible and efficient, to accomplish part of their work through 
telecommuting in the framework of 'Management by Objectives' (MBO). 
• Women shall be allowed to work in three shifts subject to provisions of all the ILO 
specified conveniences including transportation from and to the doorsteps of the 
employee. 
• In order to be able to run 3-shift/ 4-shift operations, labour law should allow up to 
12-hour shifts without overtime as long as total number of hours worked per week 
averages the current norms of 48 hours per week. 
• Temporary status will apply for 720 days out of 3 years instead of 240 days out of 
one year as per the existing labour laws. 
h) Investment Policy ^^  
i) In IT sector, foreign equity upto 100 percent is allowed through 
automatic approval, 
ii) For NRIs 100 percent equity participation is permitted, 
iii) A foreign collaborator who has a previous venture/ tie up in 
India in the IT sector does not require an objection certificate 
from the erstwhile Indian partner for establishing another 
venture, 
iv) To promote the development of IT sector a number of states 
have developed their own IT policies. 
An 
i) Indian Copyright Act 1957 is 
'Computer program' has been included in 'literary works'. As 
per provision in India Copyright Act 1957 and as amended in 1994-95, 
any person who knowingly makes use on computer of an infringe 
copy of computer programme shall be punishable with imprisonment 
for a term which shall not be less then seven days but which may 
exceed to three years and with fine which shall not be less then Rs. 
50,000 but which may extend to rupees two lakhs. 
To promote the quality movement in India, especially among 
the software vendor community, the government has taken following 
initiatives: 
i) The licensing arrangement entered into by the Ministry of 
Information Technology with SEI Carnegie Mellen University, 
US. 
ii) The availability of special software license by software 
companies that have acquired the equity status of ISO 9000, SEI 
CMM level 2 above or equivalent certificate. Eligible companies 
are being given these licenses by the Directorate General of 
Foreign Trade (DGTF), Ministry of Commerce. NASSCOM has 
formed a special group of software companies in interact with 
the International Software Benchmarking Standard Group 
(IBSG) for providing greater visibility to the achievements of 
projects undertaken by Indian companies.i^ 
Government of India, to encourage units in this sector, has 
announced many schemes: 
Special Economic Zones (SEZs) 
SEZs are areas where export production can take place free 
from plethora of rules and regulations governing imports and 
exports. Units operating in these zones have full flexibility of 
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operations and can import duty free capital goods and raw material. 
The movement of goods to and from between ports and SEZ are 
unrestricted. The units in SEZ have to export the entire production. 
The first two SEZ are being setup in Positra in Gujrat and Nangunery 
in Tmil Nadu. At the same time Santacruz Electronic Export 
Promotion Zone, Kandla Export Promotion Zone, Vizag Export 
Promotion Zone have been converted to SEZs. o^ 
Units in SEZ have also been permitted to issue equity shares to 
non-resident against import of capital goods subject to the valuation of 
shares being verified by a Committee consulting of the Development 
Commissioner and the appropriate Customs Officials.21 
100 percent Export Oriented Unit (EOU) 
This is similar to SEZ scheme. But in this Scheme there is no 
need to be physically located at SEZ. All other incentives are same as 
provided to SEZ units 22 
Software Technology Park (STP) 
This is a very special scheme under the Ministry of Information 
Technology. This scheme offers zero import duty on import of all 
capital goods, special 10 years income tax rebate, availability of 
infrastructure facilities like high speed data communication links, 
etc. STPs are located at Noida, Navi Mumbai, Pune, Gandhinagar, 
Hydrabad, Banglore, Chennai, Bhuvaneshwar, Jaipur, Mohali and 
Trivananthapuram. 
Units in STPs are [permitted to credit up to 100 percent of their 
export receipts in their EEFC accounts as against the existing 
eligibility of up to 70 percent 23 
j) Venture Funding in India 
With the information technology has become new mantra in 
India, Venture Capital has become more of an institutionalized 
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industry. Financed and managed by successful entrepreneurs and 
professionals, sophisticated investors, this industry is a smooth blend 
of risk financing and hand holding of entrepreneurs. Apart from 
financial support venture capitalists provide networking, management 
and marketing support as well. 
The government aims to make India as one of the top 5 locations 
for creation of technology ventures in the world and to ensure that the 
necessary venture capital funds flow in to the country. India's success 
story in the area of information technology has amply demonstrated 
that there is tremendous scope for the growth of knowledge-based 
industries. With technology and knowledge based ideas set to drive 
the global economy in this millennium, and given the inherent 
strength by way of its human capital, technical skills, cost competitive 
workforce, research and entrepreneurship, India can unleash a 
revolution of wealth creation and rapid economic growth in a 
sustainable manner. However, for this to happen, there is a need of 
risk finance and venture capital environment, which can leverage 
innovation, promote technology and harness knowledge based ideas 2* 
(k) Protecting Intellectual Property Rights (IPRs) 
Computer software affects every aspect of our lives. It is one of 
the most valuable technologies of information eon. The world is now 
jus a click away. With the passage of time, software grows into more 
versatile, sophisticated, faster and easy-to-use technology. Computer 
software allows companies to save time, effort and money. And 
computer graphics have turned computers into veritable creative. The 
industry thrives on original software packages that are paid for and 
from these not only the software publishers stand to benefit but users 
too.25 But unfortunately, software piracy is widespread because most 
software is highly valuable, and computers make it easy to create an 
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exact copy of a programme in seconds. In India Intellectual Property 
Right (IPR) of computer software is covered under Copyright Law. 
Accordingly, the copyright of computer software is protected is 
protected xmder tiie provision of Indian Copyright Act 1957. Major 
changes in Indian Copyright Law were introduced in 1994 and came 
into effect from 10 May 1995. These changes or amendments made the 
Indian Copyright Law, one of the toughest in the world. The 
amendments to the Copyright Act introduced in June 1994 were in 
themselves, a landmark in India's copyright arena. Because most 
software is easy to duplicate and the copy is usually as good as 
original, the Copyright Act is greatly in demand. According to this 
Act, the infringer can be tried under both civil and criminal law. 
According to section 14 of this Act, it is illegal to make or 
distribute copies of copyrighted software without proper or specific 
authorization. The only exemption is provided by section 52 of the 
Act, which allows a backup copy purely as a temporary protection 
against loss, distribution or damage to the original copy. The 1994 
amendment too the copyright Act also prohibits the sale or hiring, or 
any offer for sale or hire of any copy of the computer program without 
specific authorization of the copyright holder. The anti-piracy raids 
facilitated by Nasscom and Business Software Alliance (BSA) over the 
last few years in the metros as well as smaller cities have already had 
salutary effect. The law enforcing authorities too supported these raids 
actively.26 
Anti-Piracy Activities'"^ 
Government with the help of Nasscom has launched many 
initiatives to deter and discourage piracy over the last few years. Some 
of these are: 
• Removal of import duty on software. 
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Extensive media campaign against piracy. 
Software Management Seminars for EDP managers at metro 
cities. 
Strict implementation of code of conduct for member companies 
of Nasscom. 
Awareness and training programs for police officers and law 
enforcement authorities. 
Distribution of brochures and stickers explaining "Software 
Piracy and Law". 
Anti-piracy billboards, hotline for piracy complaints. 
(1) Information Technology Act 2000 ^ 
The arrival of Internet and World Wide Web made it possible 
for people to communicate and transact over cyber space. It was a 
revolutionary step for humanity, but it also created a significant need 
for the regulation and governance of these activities, a requirement 
that lead to the creation and implementation of cyber laws across the 
globe. India becomes the 12* nation in the world to adopt a cyber law 
regime during 2000. 
The country's cyber laws are contained in the information 
technology Act 2000. The Act came into effect following the clearance 
of the information technology Bill 2000 in 9* May 2000 by both the 
houses of parliament. The Bill received the assent of the President of 
India in August 2000 (IT Act 2000). The information technology Act 
2000 aims to provide the legal infrastructure of e-commerce in India. 
This Act can be summarized as: 
1. Any subscriber may authenticate and electronic record by affixing his digital signature. 
2. Legal recognition of electronic records. 
3. Legal recognition of digital signatures. 
4. use of electronic records and digital signature in government and its agencies are 
allowed. 
5. Publication of rule, regulation etc. in electronic gazette is legal. 
6. Attribution, acknowledgement and dispatch of electronic goods are permitted. 
7. Penalty for damage to computer, computer system or computer network will be 
applicable to a person or a group of persons reasonable for it. 
8. penalty will also be applicable to any person for failure to furnish information, return. 
9. Appointing the certifying authority to follow certain procedures. Certifying 
authority will issue digital signature certificate. 
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10. dealing with offence as -
a. tempering with computer sources document shall be punishable with 
imprisonment up to 3 years or with as fine up to 2 lakhs or both. 
b. Hacking with computer network shall be puiushable with imprisonment up 
to 3 years or with a fine up to Rs. 2 lakhs or both. 
c. Publishing of information, which is observed in electronic form, shall be 
punishable up to 5-10 years. 
(m) National Task Force for Software Development: 29 
The National Task Force on information technology was set up 
by the Prime Miruster in May 1998. The task Force submitted three 
reports. The first report containing information technology Action 
Plan - I is for software development and is in the form of 108 
recommendations and was accepted by government and notified in 
the gazette of India dated 25.07.1998. 
The revisions and additions to the existing Policy and 
Procedures for removing bottlenecks and achieving a pre-eminent 
status for India are aimed at accomplishing the following basic 
objectives: 
i) Info-Infrastructure Drive: Accelerate the drive for setting up a 
World class Info Infrastructure with an extensive spread of Fibre Optic 
Networks, Satcom Networks and Wireless Networks for seamlessly 
interconnecting the Local Informatics Infrastructure (LII), National 
Informatics Infrastructure (Nil) and the Global Informatics 
Infrastructure (Gil) to ensure a fast nation-wide onset of the 
INTERNET, EXTRANETs and INTRANETs. 
ii) Target ITEX - 50: With a potential 2 trillion dollar Global IT 
industry by the year 2008, policy ambiance will be created for the 
Indian IT industry to target for a $50 billion annual export of IT 
Software and IT Services (including IT-enabled services) by this year, 
over a commensurately large domestic IT market spread all over the 
country. 
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iii) IT for All by 2008: Accelerate the rate of PC / set-top-box 
penetration in the country from the 1998 level of one per 500 to one per 
50 people along with a universal access to Internet / Extranets/ 
Intranets by the year 2008, with a flood of IT applications 
encompassing every walk of economic and social life of the country. 
The existing over 600,000 Public Telephones / Public Call Offices 
(PCOs) will be transformed into public tele-info- centres offering a 
variety of multimedia Information services. Towards the goal of IT for 
all by 2008, policies are provided for setting the base for a rapid spread 
of IT awareness among the citizens, propagation of IT literacy, 
networked Government, IT-led economic development, rural 
penetration of IT applications, training citizens in the use of day-to-
day IT services like tele-banking, tele-medicine, tele-education, tele 
documents transfer, tele-library, tele-info-centres, electronic 
commerce. Public Call Centres, among others; and training, 
qualitatively and quantitatively, world class IT professionals. 
With a target of 30 percent of annual growth rate from the 1998 
level of Fiber Optic backbone of 75,000 route kilometers, VSATs of 
aggregate capacity of over 300 Megabit Per Second, Satellite 
Transponders of aggregate capacity of more than 3000 Megahertz and 
in the corresponding 'last mile' Wireless Communication as well as 
Data Communication based value added services, the Data and 
Multimedia Info-Infrastructure Policies are liberalized. Some 
recommendations are discussed here: 
(1) INTERNET access nodes will be opened by DoT and authorized 
ISPs at all District Headquarters and local charging areas by 
26th January 2000. As an interim measure, and till nodes are 
provided in all local charging areas, access to nearest 
INTERNET access nodes will be on local call rates with effect 
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from 15th August 1998. ISPs will be responsible for ensuring 
that this facility is not misused for telephone traffic. 
(2) Voice & Data Commimication is permitted for IT Software 
Development and IT Services on dedicated or leased circuits, 
but no telephone traffic is permitted. Surcharge on 64 Kbps and 
a higher capacity circuit for voice-cum-data applications is 
withdrawn with effect from 15th August 1998. 
(3) Requests made by public sector Software Technology Park 
(STPs) or Private Sector STPs or IT promotional organizations 
approved by the Government for release of bandwidth shall be 
acted upon by the VSNL by intimating INTELSAT within two 
weeks of receipt. 
(4) For setting up ISP Operations by companies, there shall be no 
license fee for first five years and after five years a nominal 
license fee of one rupee will be charged. 
(5) The 'last mile' linkages shall be freely permitted either bylibre 
optic or radio communication for IT application enterprises, IT 
promotional organizations and ISPs. In case of radio linkages, 
coordination by the Wireless Adviser will be observed to avoid 
frequency interference. 
(6) Public Telelnfo Centers (PTIC) having multimedia capability 
specially ISDN Services, Remote Database Access, Government 
and Community Information systems. Market Information, 
Desk Top Videoconferencing, Telelnfo and INTERNET/Web 
Access Services shall be permitted and encouraged by the 
Government. DoT and other Basic Service Providers, Value 
Added Service Providers and authorized IT promotional 
organizations shall be permitted to promote these services on 
non-exclusive basis. No license fee will be charged for operating 
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these services and the usual tariff, where applicable, will be 
payable by the PTIC Service providers/franchisees. 
(7) Existing Software Centers by themselves may not be able to 
fulfill the high targets now set for the IT industry by the year 
2008. International experience has shown that hitech industries 
flourish essentially in the rural hinterland adjacent to cities with 
modem telecom and communication infrastructure and top 
class hi-tech educational/research institutions. India will 
promote such 'Hi-tech Habitats' in the rural hinterland adjacent 
to suitable cities. For this purpose suitable autonomous 
structures will be designed and progressive regulations will be 
framed to facilitate infrastructurally self-contained self financed 
Hi-Tech Habitats of high quality. Initially, five such Hi-Tech 
Habitats shall be planned and implemented in the rural 
hinterland of the cities: Bangalore, Hyderabad, Pune, Delhi and 
Bhubaneswar. It is estimated that progressively 50 such Hi-Tech 
Habitats can be viably set up by empowering the State 
Governments to autonomously nucleate them within a 
technologically progressive and administratively liberal set of 
guidelines to be prepared by a special Working Group on Hi-
Tech IT Habitats to be set up by the Task Force. 
(8) A revised Notification giving the following new schedule for the 
Government of India acceding to the WTO-ITA Ministerial 
Declaration of 13 December 1996 at Singapore shall be issued by 
the Ministry of Finance: 
In Attachment A, Section I and II of WTO-ITA: 
(a) Duty shall be brought down to zero by 1 January 1999 on the 
following items: Parts «&c components excluding populated PCBs 
in HSN 8473.30, all storage devices in HSN 8471.70, ICs above 
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Rs. 1000 in HSN 8542, Stepper Motors in HSN 8501.10, Colour 
Graphic Display Tube in HSN 8540.40 and Deflective 
components for Colour monitor in HSN 8504. 
(b) Out of the 217 items listed in ITA-I, 94 items that were proposed 
earlier for zero duty by 1st January 2000 shall now be advanced 
to 1st January 1999. 
(c) The remaining items earlier proposed for zero duty by the 1st 
January 2003/2004/2005 shall now be advanced to 1 January 
2002. 
Concomitantly, the following schedule will be adopted: 
(d) 
• Duty on Capital Goods for the manufacture of items in (c), wherever 
applicable, becomes zero by 1 January 2000. 
• Inputs/raw materials for the manufacture of the items in (c), 
wherever applicable, becomes zero by 1 January 2001 
• Dual purpose items will be taken care of, wherever applicable, by 
allowing duty drawback benefits or by treating the supplies to 
the IT industry as deemed export. 
• Zero excise duty is concomitant with zero Customs duty with in-
phase reduction. 
Additionally, other suitable supportive measures shall be taken to 
encourage Indian hardware industry to become globally 
competitive in the light of the revised WTO-ITA schedule. 
(9) IT Software and IT Services companies, being constituents of the 
knowledge industry, shall be exempted from inspection by 
Inspectors like those for Factory, Boiler, Excise, Labour, 
Pollution/Environment etc., 
(10) With technological advancements in Wide Area Computer-
Communication networks, which have brought about 'Virtual 
70 
Technology Parks' in which IT Software and IT services are 
developed through online integration of software and services 
subsystems from widely separated locations in the country, the 
concept of physical bonding has become obsolete. 
Accordingly, Software developers/exporters are exempted from 
Customs bonding at various export promotion schemes 
including STP/EOU/EPZ, etc. The export obligation shall be the 
same value as given under the EPCG Scheme. Existing bonded 
units under the various Software Export Promotion schemes 
will also be considered under the above scheme. 
(11) For any investment made in IT products and IT software 100 
percent depreciation shall be allowed in two years for which 
Ministry of Finance shall take suitable action. 
(12) IT software and services industry shall be treated as a Priority 
Sector by banks for the next five years. This would help to meet 
the requirements of IT software and services exports, and also 
the IT industry and applications within the country. Major 
banks will be advised to create specialised IT financing cells in 
important branches, where IT Software and Services units are 
sufficiently large in number. Performance in this dimension will 
be monitored by the Ministry of Finance. 
(13) Banks/FIs like ICICI, IDBI, UTI and SBI shall set up joint 
ventures with Indian or foreign companies for setting up of at 
least four different venture capital dedicated funds of a corpus 
of not less than Rs. 50 crores each to cater to the credit need of 
the industry. Such venture capitalists may be allowed to set off 
losses in one invested company and profit in another invested 
company during the block of years for the purpose of income 
tax. 
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(14) Restrictions on the location of IT software and IT Services 
(including IT training) companies in residential areas shall be 
removed. 
(15) To enable organisations and companies to identify, explore and 
plan strategies for Large Niche Markets like Y2K and Euro, 
nationally and corporate wise, all applicable provisions shall be 
made applicable on higher priority basis. Through MOC and 
DOE funds 'India Pavilions' shall be set up in several major IT 
exhibitions around the world through the initiative and 
coordination of ESC and NASSCOM. 
(16) Under DEPB Rupee trade arrangement, IT Software, IT Services 
and IT product export to Russia shall be permitted with 
promotional support given by the Electronics and Software 
Export Promotion Council (ESC), STP, etc. 
(17) All promotional and liberalisation policy instruments available 
to IT Software and IT Services shall be made available to IT 
enabled services including the Information Content Industry by 
classifying IT enabled Services as tantamount to IT Software and 
IT Services. 
(18) For promoting Indian Software Packages (system as well as 
application software) users shall be given fiscal incentives for 
buying Indian packages. A special screening mechanism will be 
worked out for identifying the more promising packages 
developed in India and giving consistent support by the 
Government as well as the industry for ensuring acceptance in 
international markets. 
(19) A National Council of IT Education comprising experts from 
both the industry and the academicia, shall be set up for 
defining courses and their content in the light of rapid 
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developments taking place in information technology. The 
Council will also initiate a 'Teach the Teachers' (3T) programme 
for upgrading on a regular basis the IT knowledge and skills of 
teachers. 
(20) An IT Course Module shall be made a compulsory component 
of all Degree Courses within a short period. 
(21) The setting up of Indian Institutes of Information Technology 
(HIT) shall be implemented with urgency to make up for the lost 
time. Hi-tech institutions like the Indian Institute of Information 
Technology (HIT) will be given the Deemed University status 
without insisting upon the mandatory three-year stipulation. 
(22) The Government shall promote the pairing of our Universities 
with centres of excellence in IT in developed countries. 
(23) Specific courses shall be launched in association with the 
Software Industry and IIMs to provide Project Management 
skills and develop specialised courses on Software Marketing. 
(24) The concept of SMART Schools where the emphasis is not only 
on Information Technology in Schools, but also on the use of 
skills and values that will be important in the next millennium, 
shall be started on a pilot demonstrative basis in each State. 
(25) An Institute for Computer Professionals of India shall be set up 
on the pattern of the Institute of Chartered Accountants of India; 
the Institute will be nucleated by NASSCOM with initial 
financial support from the industry and the Government. The 
Institute will be given the responsibility as an Accreditation 
Body for IT Education and Training Programmes with full 
Government recognition in addition to the DOEACC 
Programme of the Department of Electronics. 
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(26) To enhance the knowledge base of IT related education at all 
levels the Government shall establish Information Technology, 
System Engineering and IT Security Institutes from within 
existing manpowr of the Armed Forces. The Centres of 
Excellence in IT Software and System Engineering in the 
Defence Services will be utilised to the national advantage. 
(27) Virtual Institutes in different parts of the country shall be set up 
to achieve excellence in distance education. 
(28) Government shall encourage the setting up of value-added 
network services including ATMs, Electronic Kiosks, 
Telephones, Smart Cards, etc., for providing a 'One- Stop Non-
Stop' service to the public. 
(29) District Information System (DISNIC) Plan Programme shall be 
made widespread and databases updated online, shall be made 
available to the public and Panchayats, among others. Courts 
Information System(COURTIS), Parliament Information System 
(PARLIS), Computerised Rural Information System Programme 
(CRISP) and other such databases shall be updated online over 
NICNET and access to public facilitated . 
(30) NIC, at the national level, and technology service organisations 
at the State level, shall establish 'Framework Contracts' with 
reputed suppliers to provide a wide range of IT consultancy, 
specialist services and IT products to Government agencies to 
reach the benefit of lower costs through bulk purchases. 
(31) India shall participate in international projects like 'Government 
Online' Project of G- 8 countries so as to not only learn from the 
experience of others but also to contribute to the global 
experience in planning and implementing projects to promote IT 
in Government. 
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(32) Suitable floor space in Government buildings, which are not 
utilised during nonoffice hours, could be given to private 
educational institutions for IT training purposes in return for a 
proportionate number of free nominations of Government 
employees for IT training. 
(33) An Information Security Agency shall be set up at the National 
level to play the role of Cyber Cop. 
(34) A National Policy on Information Security, Privacy and Data 
Protection Act for handling of computerised data shall be 
framed by the Government within six months. 
(35) Cyber infractions shall be addressed within the legal framework 
by the Ministry of Law, Justice and Company Affairs. 
(36) The cryptology and Cyber Security knowledge and experience 
developed by the Defence establishments shall be suitably 
transferred to the civilian information security agencies for 
wider dissemination in the country to increase information 
security, network security and bring about a greater degree of 
secure use of EFT, Digital Signature, etc. 
(37) The draft set of Cyber Laws prepared by the Cyber Law 
Committee set up by the Committee of Secretaries, shall be 
approved by the Government with suitable modifications and 
implemented, as a first step, within six months. 
(H^  World Trade Organization (WTO) and General Agreement on 
Information Technology 
The Information Technology Agreement (ITA-I) of the WTO 
(World Trade Organization) to which India is a signatory, makes it 
mandatory to make the customs duty zero on selected imported 
electronics components and products. Accordingly, the Government of 
India has been reducing customs duties on these items gradually over 
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the last five years and the customs duty applicable on 217 tariff lines 
will be eliminated from the year 2005. 
(i) Basic Principles of the IT A 
The ITA is solely a tariff cutting mechanism. While the 
Declaration provides for the review of non-tariff barriers (NTBs), there 
are no binding commitments concerning NTBs. There are three basic 
principles that one must abide by to become an ITA participant: 
1. All products listed in the Declaration must be covered, 
2. All must be reduced to a zero tariff level, and 
3. All other duties and charges (ODCs) must be bound to zero. 
There are no exceptions to product coverage, however for sensitive 
items; it is possible to have an extended implementation period. The 
commitments undertaken under the ITA in WTO are on an MFN basis, 
and therefore benefits accrue to all other WTO members. 
The declaration provides in principles for staging in of concession 
in equal rate reduction based on following time frame. 
Is* - IJuly 1997 
2nJ - 1 January 1998 
3rd _ 1 January 1999 
4'h - Complete elimination of duties no later then 1 January 2000 
(ii) Some Vital Points Related to Information Technology Agreement^^ 
• IT Software shall be entitled for zero custom duty and zero excise duty. 
• Duty shall be brought down to zero by 1 January 1999. 
• Out of the 217 items listed in ITA-I, 94 items, which were proposed earlier for zero 
duty by 1*' January 2000, shall now be advanced to 1" January 1999. 
• The remaining items earlier proposed for zero duty by the 1*' January 2003/2004/2005 
shall now be advanced to 1 January 2002. 
• Concurrently, the following schedule will be adopted: 
• Duty on capital goods for the manufacturing of items, wherever applicable, becomes 
zero by 1 January 2000. 
• Inputs/raw materials for manufacturing of the items, wherever applicable, become 
zero by 1 January 2001. 
• Dual-Purpose items will be taken care of, wherever applicable, by allowing duty 
drawback benefits or by treating the supplies to the information technology industry 
as deemed exports. 
• Zero excise duty is concomitant with zero custom duty with in-phase reduction. 
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• The Anti-dumping provisions in WTO agreement, as reflected in the Indian Laws 
applicable with effect from 1-1-1995 and subsequent amendments, will apply to all 
information technology products except software. 
4] Conclusion 
To integrate the Indian economy with the global economy and 
hence taking the advantage of foreign capital, Indian government 
liberalized its foreign investment policy in July 1991. The liberalization 
of foreign policies clearly resulted in unprecedented flow of foreign 
investment in India. The government has introduced a number of 
policy measures to arrive at an annual target of foreign investment 
worth US $ 10 billion. 
Industrial Licenses has been done away with for all industry 
except a few strategically sensitive areas such as defense, automatic 
energy, irrespective of level of investments. Now in India joint 
ventures are easier because of the following reasons— Abolition of 
Industrial licenses in all except 16 industries. Enactment of FEMA by 
replacing FERA, Dilution of MRTP Act, Opening of the core & basic 
Industries to private Sector, Oil & Gas Sector opened for foreign 
investment. Private participation has been invited in Port Sector, 
Foreign Investment allowed in Private Banks, Automatic approval for 
technology agreements in high priority industries, Spercent royalty for 
domestic sales and Spercent for exports sales. The time period for the 
payment of royalty has been removed. 
The Mergers and Acquisitions (MA) scenario is also hotting up. 
Major corporations worldwide are embarking on growth plans to 
achieve higher turnover and profits. Merger, acquisitions and 
takeovers all form an important part of this strategy. While mega deals 
are being struck abroad, India is also getting a taste of such deals. With 
the end of Government protectionism ari^=eR^^^&^icnultinational 
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companies many companies are compelled to change their old ways. 
Many Indian companies are looking for partners to compete in the fast 
changing world. Though the MA activity in India is just a fraction of 
that happening worldwide, it is having major repercussions on the 
domestic market. 
Today major multinational corporations in the US and Europe, 
such as Mobil, General Electric, Du Pont and Boeing are becoming 
partners of India's national R&D laboratories, e.g., the Council for 
Scientific and Industrial Research (CSIR). These companies believe that 
the surest way of becoming technically strong is through knowledge 
networking i.e technology transfer with premier organizations across 
the world, wherever they are - in advanced or emerging markets. 
Indian IT companies, in general, have not been the leaders in 
technology innovation. Many other factors appear to have gone into 
making India's IT industry what it is today. There is global recognition 
for Indian software - for the quality of its products and its 
professionals. The success of Indians from Silicon Valley to South 
India has created a unique brand. 
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Chapter 3 
Global Equity Participation Through Direct And 
Portfolio Investments In Indian Economy Since 1991 
1] Introduction: 
The economies of the world are increasingly becoming 
interrelated. Financial transactions by goods and services are done 
across the border, in magnitude, which are far higher than what it 
was perceived about a decade ago. In fact, the financial transactions 
across the border have far outnumbered the transactions or the 
movement in the goods and services. 
As the world economy has become global in nature, global 
equity participation has many revelations and reflections. The 
preceding chapter was designed to scan the business environment 
for global equity participation in Indian economy. In this chapter, an 
attempt is made to discuss the forms of flow of foreign capital 
through global equity in terms of direct investment and portfolio 
investment in India since economic liberalization. 
The global equity participation is effected through the 
operations of MNCs and TNCs. Such corporations perform their 
business through any of the sources like Direct Investment or 
Portfolio Investment. In this chapter at first global equity 
participation through direct investment is being discussed then 
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subsequently global equity participation through portfolio 
investment is discussed. 
2] Economic Reforms For Foreign Equity Investment In India 
Major economic reforms in India have been associated with 
crises. For example, after nearly two decades of industry-oriented 
plaroning, India accorded due importance to the agricultural sector ii\ 
the late 1960s, in response to massive food shortages. The 
consequence of this policy shift was the Green Revolution in the 
early 1970s. The balance of payments crisis of the early 1980s, 
together with the stagnation that had become known as the "Hindu" 
rate of growth, precipitated the "new" economic policy of 1984-85, in 
which lay the genesis for the economic reforms of the 1990s. The 
reforms process in the 1980s was aimed mostly at opening up the 
economy to import competition, and at streamlining the process of 
tax administration. 
The much discussed economic reforms of the 1990s, the first 
sustained effort at restructuring the economy, came in response to 
another balance of payments crisis in 1991, when India was left with 
two weeks' import cover. The government reacted by ushering in 
sweeping macroeconomic and structural changes. Direct tax rates 
were reduced for both individuals and corporate entities, with the 
expectation that reduced tax rates would lead to greater compliance. 
Tariff rates too were reduced, and the peak tariff rate came down 
from 350 percent in 1990-91 to 35 percent in 2000-01. The structure of 
the other indirect taxes was rationalized, and a process was put in 
place to enable the introduction of value added tax in the economy. 
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Licensing was eliminated, and firms in all but a few sectors 
were allowed to start operations without government approval. The 
impact of de-licensing was most evident in sectors like steel, 
automobiles, FMCG and cor\sumer electronics which witnessed a 
surge in entry of new firms. Over time, capital account restrictions 
were eased to allow Indian companies to raise capital abroad, by way 
of Eurobonds and GDR/ADRs, and acquire firms in other countries. 
The domestic capital market was restructured with the Securities and 
Exchange Commission and the National Stock Exchange as the 
driving forces, and interest rates were liberalised. In brief, market 
forces were unleashed both in the product and, by and large, in the 
factor markets, and firms were given much more freedom to realize 
gains associated with allocational efficiency. 
The goverrunent also made is easier for MNCs to invest in 
India. Today, India welcomes foreign investment in virtually all 
sectors except defence, railway transport and atomic energy. In 
sectors like road and port infrastructure, mining of gold and 
minerals, and pharmaceuticals, MNCs can own up to 100 percent of 
their Indian affiliates without government approval. In certain other 
lines of business like generation of power and development of 
integrated townships, 100 percent foreign ownership is possible with 
government approval. In activities like exploration for petroleum 
reserves, development of marketing infrastructure for petroleum 
products, and exploration and mining of coal, MNCs are allowed 
majority stake in the affiliates, usually varying between 51 percent 
and 74 percent. In most cases, however, their stakes in SOEs are 
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restricted to 26 percent. Finally, in sectors like media and insurance, 
MNCs are restricted to minority stake, and are expected to obtain 
government approval prior to initiation of business. 
All is not well with the business environment in India. Besides 
continuing bureaucratization of many processes affecting business, 
the reforms process in India has three weak links. First, the policy of 
protecting small firms in some sectors has not completely been 
eliminated, thereby preventing entry of larger and more solvent 
firms, with greater economies of scale, to these sectors. This has had 
adverse impact on the competitiveness of firms in these sectors. 
Second, privatization in India has largely been a tame affair, despite 
some major privatization deals involving companies like the 
aluminum giant BALCO, the (former) telecom monopoly VSNL and 
the country's flagship (automobile) product Maruti Suzuki. 
Successive governments have failed to meet privatization 
targets, and privatization of large and inefficient firms like Indian 
Airlines and Air India have repeatedly been postponed. Third, the 
labour code remains largely unchanged, and closure of bankrupt 
firms remains a difficult and tedious process. While a newly enacted 
legislation (in 2002) has given the financial institutions more power 
to recover bad loans, resolution of insolvency and bankruptcy is still 
pursued in the spirit of September 11, as opposed to quick 
attachment of assets and liquidation.^ 
3] Global Equity Participation In India 
Table 1 is a statement showing total foreign equity in India through 
Foreign Direct Investment (FDI) and through Portfolio Investment 
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(PI) from the year 1991-92 to 2003-04. It can be ascertained from the 
table that the foreign equity in India from 1991-92 shows an 
immutable augmenting trend for four years with US $ 133 million in 
1991-92, which increased to US $ 539 million in 1992-93. The 
successive couple of years i.e. 1993-94 and 1994-95 winessed 
whopping surge in ir\fIow of direct equity which amoxinted to US 
$4153 million and US $ 5138 million respectively. From 1995-96 it 
then registered a fluctuating state for further four years with US $ 
4892 million in 1995-96, US $ 6133 million in 1996-97, US $ 5385 
million in 1997-98 and US $ 2401 million 1998-1999. In the next three 
years from 1999-2000 it again kept on rising with US $ 5180 million in 
1999-2000, US $ 6789 million in 2000-01 and US $ 8152 million in 
2001-02. The last two years of the study period recorded wide-
ranging fluctuating trends i.e. in 2002-03, the direct equity 
investment was US $ 5639 million which substantially increased to 
US $ 16052 million in 2003-04. The fluctuation of inflow of foreign 
equity in the mid of last decade is attributed to the political 
instability as foreign investors always prefer the economy which has 
stability and proper regulatory environment.^ 
If the source of foreign equity is to be seen then it can be said 
that though the average Portfolio Equity Investnaent is higher than 
the average of Equity Direct Investment but the coefficient of 
variance shows that foreign direct investment has much more 
consistency in the country than portfolio investment. 
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Figure 1 is a bar diagram showing total foreign equity 
investment in India from 1991-92 to 2003-04. In the figure the length 
of bars is considered as the total foreign equity investment and the 
plain part of the bars is depicting the amount of foreign direct 
investment in total foreign equity investment and the checked part of 
the bar is portraying the amount of portfolio investment in total 
foreign equity investment during the period under reference. 
Figure:1 
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As in the year 1998-99 the amount of total portfolio investment 
is in negative, the bar is also showing a downward trend and as the 
amount of total portfolio investment in total foreign equity 
investment is larger than the foreign direct investment so the bar of 
2003-04 is also showing a bigger part of checked area as compared to 
the plain area. 
a] Global Equit}' Through Direct Investment 
India appears to have become attractive as an investment 
destination as foreign companies are 'extremely bullish' on setting 
up business here. The foreign direct equity investment attractiveness 
index has registered a value of 3.9 percent, a gain of almost 8 percent 
in post reform era.3 Table 2 takes into account the inflow of foreign 
direct equity investment in India after the initiation of the 
liberalization process in July 1991. The foreign direct equity 
investment in India flowed under different heads such as (a) 
Government approval (FIPB, SI A route), (b) Reserve Bank of India's 
automatic approval, (c) through NRI (d) through the acquisition of 
shares, (e) Equity capital of unincorporated bodies and Reinvested 
earnings. Since July 1991, the amotmt of inflow of FDI has shown an 
increasing trend beginning from a meager US $129 million in 1991-92 
to US $ 315 million in 1992-93, and then again to record US $ 586 
million in 1993-94. In successive years the FDI inflows kept on rising 
so much so that it registered US $ 1314 million in 1994-95, US $ 2144 
million in 1995-96, US $ 2821 million in 1996-97 and US $ 3557 
million in 1997-98 respectively. But in the year 1998-99 the foreign 
direct equity investment declined to US $ 2462 million and kept 
falling in next year also with an amount of US $ 2155 million FDI. In 
the year 2000-01 however the foreign direct equity investment again 
registered augmenting trend with US $4029 million and kept on 
increasing in the next year too with US $ 6131 million. But 
unfortunately in the next two years i.e. 2002-03 and 2003-04 it again 
declined to US $ 4660 million and US $ 4675 million respectively, 
foreign direct investment through the government approval has 
shown an increasing trend from 1991-92 to 1997-98. The total amount 
of FDI under this route was US $66 million in 1991-92 which 
89 
increased to US $ 222 million in 1992-93 and kept on increasing every 
year with US $ 280 million in 1993-94, US $ 701 million 1994-95, US $ 
1249 million in 1995-96, US $ 1922 million in 1996-97 and US $ 2754 
million in 1997-98. But from 1997-98 it has decelerated considerably 
for three years i.e. US $ 1821 million in 1998-99, and then declined to 
US $ 1410 million in 1999-2000. However in 2000-01 there was a 
slight improvement registering US $ 1456 million. In the year 2001-02 
foreign direct investment through Government's Approval (SIA, 
FIPB route) has witnessed an encouraging trend by recording FDI 
approval amounting to US $ 2221 million. The last couple of years 
under study period was a dismal FDI approval in India - it declined 
to US $ 919 million in 2002-03 and then a marginal increase in 2003-
04 recording FDI approval of US $ 928 million. The FDI through 
RBI's automatic route has a fluctuating trend in the last one decade. 
From 1992-93 the foreign direct investment through RBI shows an 
upward trend for three years amounting to US $ 42 million in 1992-
93, then increased to US $ 89 million in 1993-94, and then again 
surged in triple digit registering US $171 million in 1994-95. But from 
the year 1995-96 it kept on fluctuating for five years as it fell to an 
amount of US $ 169 million in 1995-96 and US $ 135 million in 1996-
97 and then it rose to US $ 202 million in 1997-98. Again FDI 
(automatic route) declined to US $ 179 million in 1998-99 and US $ 
171 million in 1999-2000. From 2000-01 it shows an upward trend for 
continuously three years with US $ 454 million in 2000-01, US $ 757 
million 
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in 2001-02 and US $ 739 million in 2002-03. In the last year of the 
study i.e. 2003-04, it again declined to US $ 534 million. As for the 
foreign direct investment through NRI Scheme the figure shows a 
parabolic structure as from 1992-93 with an amount US $ 51 million it 
kept on rising for three years with US $ 217million in 1993-94, US $ 
442 million in 1994-95 and US $ 715 million in 1995-96. But from 
1996-97 it declined to US $ 639 million in 1996-97, US $ 241 million in 
1997-98, and US $ 62 million in 1998-99. In 1999-2000 it showed a 
slight improvement with US $ 84 million but again declined to US $ 
67 million in 2000-01 and further down to US $ 35 million in 2001-02. 
The inflow of FDI through acquisition started very late in 1995-96 
with US $ 11 million. Over a period of almost three years it recorded 
upward trend to reach US $ 490 million in 1999-2000. In 1999-2000 it 
declined to US $ 362 million but then again started bettering from 
next year that is US $ 881 million in year 2001-02 and further rose to 
US $ 916 million in 2002-03. In 2003-04 it again came down to US $ 
735 million. The foreign direct investment through Reinvested 
Earnings and Other Capital registers an imperial direction with US $ 
1350 million in 2000-01, which increased to US $ 1646 million in 2001-
02. In 2002-03, it fell down to US $ 1498 million and then improved 
registering US $ 1800 million in 2003-04 through reinvested earnings. 
Through other capital, it is seen that there has been rising trend 
throughout the period under study. 
Figure 2 is a bar diagram showing foreign direct equity 
investment from different sources from the year 1991-92 to 2003-04. 
In the figure plain bars are portraying the amount of foreign direct 
92 
investment through equity, vertical lined bars are showing the 
amount of FDI through reinvested earnings and horizontal lined bars 
are showing the amount of foreign direct equity investment through 
other capital for the period under review. 
Figure: 2 
Foreign Direct Equity inflows From Different Sources 
1991-92-2003-04 
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Table 3 is a statement of percentages in total foreign direct 
equity investment inflows from different routes received during 
1991-92 - 2003-04. It is perceivable from the table that till 1999-2000 
equity accounts for 100 percent of total foreign direct equity 
investment inflows from different routes received as all other sources 
like reinvested earnings and other capitals account did not bag any 
FDI during this period. Among the equity, which includes foreign 
direct investment through Government's Approval (FIPB, SIA route). 
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Reserve Bank of India, NRI, Acquisition of shares and Equity capital 
of unincorporated bodies. Government's Approval (FIPB,SIA route) 
has got the highest percent of FDI though it has wavered in the range 
of 65.43 percent to 19.85 percent between 1999-2000 to 2003-04. As for 
the reinvested earnings it has a balanced trends in the last four year 
recorded an average FDI flows of 33 percent during 2000-04. In a 
nutshell it can be said that different routes receiving foreign direct 
investment shows a heartening trend from the last one decade. 
Table 4 presents an account of inflow of foreign direct 
investment in actual terms and the amount of approval during the 
period from 1991-92 to 2003-04. The table clearly shows a rising trend 
in terms of approval in rupee terms right from 1991 to 1997. From 
1997-98, the trend in global equity (FDI) flows has been fluctuating. 
It is further discernible from the table that as for the approval 
of global equity (FDI) is to be seen the coefficient of variance shows 
that technical collaboration has much more cohesion than the global 
equity (FDI) through financial agreement. It can also be ascertained 
from the table that proposition of actual with approval is very low. 
The reason ascribed to the low global equity (FDI) inflows especially 
in post 1991 was an account of frequent breaking up of routes in 
different parts of the country. This negatively affected the actual 
proposition of approvals. From the table it can be inferred that after 
liberalization, the global equity approval is more than 628 percent, 
which is good by any standard. But in the second year it fell down to 
127.85 percent due to political uncertainty and communal tension. 
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From 1998 till 2003-04 the global equity flow in percent has 
witnessed sharp fluctuating trend with 60.14 percent in 1994-95, 
126.06 percent in 1996-97, 34.04 percent in 1997-98, -21.10 percent in 
1998-99, -36.16 percent in 1999-2000, 98.75 percent in 2000-01, -52.8 
percent in 2001-02 and -60.97 percent in 2002-03, -13.81 percent in 
2003-04 respectively. The reason attributed to this can be the 
lukewarm progress in economic reforms and policy uncertainty with 
regard to global equity on account of varied political and economic 
stunts of different political parties in the country. 
Figure: 3 
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Figure 3 is a bar diagram showing the amount of total foreign 
direct equity investment in terms of actual vs approvals. Plain bars 
are showing the amount of FDI approvals and lined bars are 
showing the amount of FDI inflows. As it is discernible through the 
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bars that till 2000-01 the amount the FDI approvals is always higher 
than FDI iriflows that is why from 1991-92 to 2000-01 the plain bar is 
higher than lined bar. 
Table 4 - a provides information about actual inflows of FDI 
for the period under reference. It is seen that in the initial years of 
liberalization, there has been paltry actual inflows as compared to 
the approvals. However, in the later part of the study it rose up to 
70.24 percent in the year 1999-2000 from 67.73 percent in 1991-
92.The amount further increased to 47.84 percnet in 2000-01 and 
reached upto as high as 240.14 percent in 2003-04. 
Table 4-a 
Approved vs Actual FDI Inflows 
(1991-92- 2003-04) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
FDI Approved 
(Crore) 
534 
3888 
8859 
14187 
32072 
36147 
42990.2 
33920.59 
21654.32 
43038.71 
20312.45 
7928.26 
6833.31 
Actual FDI Inflows 
(Crore) 
351 
675 
1787 
3289 
6820 
10389 
16142.94 
14279.80 
15209.57 
20590.64 
21497.67 
17768.28 
16409.28 
Actual Inflows in 
67.73 
17.36 
20.17 
23.18 
21.26 
28.74 
37.55 
42.09 
70.24 
47.84 
105.83 
224.11 
240.14 
Source: Compiled and Computed bx/ the Research Scholar from tlie Data Available from Table-4 
Table 5 provides statistical information about the ten leading 
foreign equity investors in the post new liberalization (NIP) period 
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from 1991 to 2005. It can be seen from the table that recently 
Mauritius is the leading investor in India with a total amount US $ 
9933.98 million since the liberalization of economy in 1991. The 
second leading investor is U.S. A which has increased its investment 
from the last couple of years of the study leaving behind some of the 
leading countries with a share of US $4739.99. Then in the rank line 
there are Japan and Netherland with the total amount US $ 1992.19 
millions and US $ 1943.89 millions respectively. The other leading 
investor in India are U.K, Germany, Singapore, France, Korea(South) 
and Switzerland. Besides, the table also proves statistically that 
though the average investment of FDI in India through Maritius in 
last one decade has the highest figure among all countries but 
Netherland is the country among all top 10 countries which has 
highest the consistency in investing in India as it has lowest rate of 
coefficient of variance as compared to all other countries under 
reference. The country which has the lowest consistency in investing 
in India is Korea (south) for the period under review. 
Figure: 4 
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Figure 4 is showing the share of top 10 countries investing in 
India. The figure is represented on the bases of aggregate amount of 
capital flowing from these countries from 1991-92 to 2003-04. 
Table 6 presents the inflow of foreign direct equity investment 
in top five states in post NIP period covering a period from 1991-92 
to 2003-04. In India bulk of foreign direct equity investment has gone 
to some of the states like Delhi, Kerala, Maharashtra, Punjab 
Karnataka. Delhi stands first in order of merit with total approvals 
of Rs. 2815.5 million and its share in total FDI approved accounted 
for 35.30 percent during 2003-04. The total sum approved in case of 
Kerala amounted to Rs. 2251.9 million with the share of 28.2 percent 
in the total FDI approval. The state of Maharashtra also attracted 
huge FDI approvals during the post NIP period with an amount of 
Rs. 1740.2 million with a share of 21.65 percent in total FDI. Punjab is 
another state, which attracted a substantial amount of foreign direct 
equity investment, the total number of approvals stood at 
Table-6 
Shares Of Top 5 States Attracting Highest Foreign Direct Equity 
Investment (FDI) Approvals: 
(1991-92- 2003-04) 
(Amount in Million) 
Ra 
nk 
1. 
3. 
4. 
5. 
State 
Delhi 
Kerala 
Maharashtra 
Punjab 
Karnataka 
No. of FDI 
Approvals 
24 
3 
39 
1 
34 
Amount 
(in Rupees) 
2815.5 
2251.9 
1740.2 
500.0 
346.5 
Amount 
(in US $) 
61.2 
49.0 
37.8 
10.9 
7.5 
%age 
Share 
35.30 
28.02 
21.65 
6.22 
4.31 
Source: Compiled and Computed by The Research Scholar from SIA Newsletter, 
(2004), Department of Industrial Policy and Promotion, Government of India, New 
Delhi, August 
Note: Increase/decrease in foreign direct equity investment Approval on 
account of change in location. 
10] 
Punjab is another state, which attracted a substantial amount 
of foreign direct equity investment, the total number of approvals 
stood at Rs. 500 million and its share in the total was 6.22 percent. 
Then comes the state of Karnataka, which is among some of the top 
states in attracting FDI approvals. Its total number of approval was 
Rs. 346.5 milHon with a share of 4.31 percent in total FDI. The main 
reason for these five states attracting more FDI approvals were 
attributed to the availability of better infrastructural facilities and 
more liberal policies adopted by their respective state government. 
Figure 5 is a doughnut chart showing the percentage shares of 
top 5 states attracting the highest foreign direct equity investment 
approvals from 1991-92 to 2003-04. The chart is being shaped on the 
bases of aggregate amount capital from different states from 1991-92 
to 2003-04. 
Figure: 5 
Top 5 States Attracting Highest Foreign Direct 
Equity Investment Approvals 
ID Delhi D Kerala D Maharashtra D Punjab OKamataka 
Source: Table 6 
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Table 7 furnishes an account as regards sectoral trend in 
foreign direct equity investment during post-liberalization era i.e. 
from 1991-92 to 2003-04. It can be ascertained that most of the FDI 
and technical collaborations were approved in the priority sector. 
The share of ElectricEil Equipment's (including computer software & 
electrorucs) is one, which attained the highest approval, accounting 
for US $ 4210.39 million in the total number of approvals. The share 
of Transportation Industry accounted for US $ 3041.85 million 
followed the Telecommunications with US $ 2704.72 million. Service 
Sector US $ 2702.24 million. Fuels (Power & Oil Refinery) US $ 
2504.18 million. Chemicals (Other Than Fertilizers) US $ 1798.86 
million. Food Processing Industries US $ 1171.92 million. Drugs and 
Pharmaceuticals US $ 887.02 million. Cement And Gypsum Products 
US $ 714.57 million. Metallurgical Industries US $ 532.13 million 
from the year 1991 to 2005 0uly). 
It can also be observed from the table that though Electrical 
Equipment (Incl. S/W & Elec) is on the top of list but it is not the 
highest consistent sector of the country as surprisingly Metallurgical 
Industries, which is among the last in top ten sector's list of foreign 
direct investment inflows, has the highest coherence for flow of 
foreign direct equity investment in the country during the referred 
period. 
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Figure: 6 
Sector Attracting Highest FDI Approvals 
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Figure 6 is a pie-chart showing the percentage share of top 10 
states attracting foreign direct equity investment approvals from 
1991-92 to 2003-04. The percentage is on the bases of aggregate 
amount of foreign equity capital received through these states from 
the last fourteen years in terms of US $ million. 
b] Global Equity Participation Through Portfolio Investment 
The Portfolio Investment refers to investment in different types 
of marketeabilities or investment papers like shares, debentures, 
bonds etc. from different companies or institutions held by 
individuals, firms or corporate units^ These investments are made in 
buying equities of certain company i.e. a foreign investor may buy 
some share of Indian company. But there is a risk factor associated 
with such investment whenever there is unfavorable condition due 
to price, the foreign stake holder may sell out their stakes at lower 
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prices. This was the major reason for which the stock indices 
tumbled down heavily both in India and other South East Asian 
countries way back in 1997.4 Table 8 reveals total global portfolio 
investment in India during the period 1991-92— 2003-04. The inflow 
of global portfolio investment in India shows an increasing trend for 
five consecutive years from the inception of liberalization till 1994-95 
with the exception of the year 1991-92. There was a negative growth 
of inflow of global portfolio investment. It was perhaps owing to 
wide spread communal rites in the country against the demolition of 
Babri mosque. 
Table - 8 
Global Portfolio Investment in India 
(1991-93 to 2003-04) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
AAGR 
Amount 
6 
4 
224 
3567 
3824 
2748 
3312 
1828 
-61 
3025 
2760 
2021 
979 
11377 
2543.85 
2907.72 
'US $ Million) 
Growth % 
-
-33.33 
5500 
1492.4 
7.2 
-28.13 
20.52 
-44.80 
-103.33 
5059.01 
-8.76 
-26.77 
-51.56 
1062.10 
988.04 
Source: Compiled And Computed By The Research Scholar From RBI Bulletin, 
Miimbai, August, 2004 
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During this period, 1992-93 and 1993-94 were the remarkable 
in terms of largest chimk of global portfolio investment with a 
growth rate of 5500 percent and 1492 percent previous years 
respectively. In the subsequent years, the global portfolio investment 
registered wide-ranging fluctuations excepts of years in which the 
growth was positive 5059 percent and 1062 percent respectively. The 
reason behind such a perplexed nature of Global Portfolio 
Investment inflow in India is mainly the complex and cumbersome 
taxation procedures of the country, which directly and indirectly 
affect the interest of the global investors. 
The statistical analysis in terms of mean shows that the 
average amount comes by way of global portfolio investment in 
India in the last 14 years. This amounted to US $ 2543.85 million and 
its average annual growth rate worked out to be 988.04 percent. 
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Figure 7 is a bar graph showing the total amount of Global portfolio 
investment in India from 1990-91 to 2003-04. 
The portfolio investment can be done through following routes: -
a] Foreign Institutional Investment [FIIs] 
b] Euro Equities/Depository Receipts. 
c] Offshore Funds 
d] External Commercial Borrowings [ECBs] 
a] Foreign Institutional Investment [FIIs]: -
The rush of foreign fund into the country in the post reform 
period and the continuous rally in the bourses have created the 
impression that increased foreign investment could be the propelling 
force behind an active stock market. But the factor that went largely 
unnoticed was that by the end of 2003, foreigners had close to 30 
percent of the equity in India's top 50 companies - the Nifty 50. In 
contrast, foreigners collectively owned just 18 percent in these 
companies at the end of 2001 and 32 percent in December 2002. 
Effectively, foreigners hold enough shares in Indian companies to 
influence the way business is done in the post reform era. These 
shareholders, as it appears, may have a day in decision making and 
running of the companies day-to-day business in times to come. 
The staggered profile of foreign investors within this universe 
of stocks, however, limits the possibility of any such influence. The 
number of Foreign Institutional Investors that now operate in the 
Indian market is over 500 (up to 2004). Very few companies, barring 
MNCs and companies such as HDFC and ICICI, have a single 
foreign entity holding more then 1 percent. For instance, the 
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government of Singapore holds more than five percent in ICICI bank. 
A handful of Foreign Institutional Investors such as emerging Market 
Fund Jardin worldwide, have acquired more then one percent stake 
in a number of companies in post reform era. Though these 
investments can irifluence the stock prices, they are not strategic 
investment and, hence, may not have an impact on strategic business 
decisions. 
Table 9 is prepared to provide statistics with regard to total 
foreign institutional investment in India under the liberalization 
policy that is from 1994-95 to 2003-04. As Foreign Institutional 
Investors started pouring investment in India from 1992 but just in 
three years its growth percent was staggering high i.e 33.67 percent 
as it improved extravagantly with a massive increament from US $ 
1503 million in 1994-95 to US $ 1503 2009 million 1995-96. However, 
after 1995-96 till 2003-04 its growth trend remains oscillating. In 
consecutive three years it kept on declining to with US $ 1926 million 
in 1996-97, US $ 979 million in 1997-98 and US $ -390 million in 1998-
99 (least amount of the decade through Foreign Institutional 
Investors). In the year 1999-2000 it again improved registering 
increase amounting to US $ 2135 million but unfortimately for two 
successive years it recorded decelerated trend i,e with US $ 1847 
million in 2000-01 and US $ 377 miUion in 2002-03 respectively. Year 
2003-04 showed an improved global portfolio investment with US $ 
10918 million. The average growth rate of total foreign institutional 
investment is not that bad with a mean value 15297.48 for the 
referred period because the policy as regards portfolio investment 
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by Foreign Institutional Investors is reveiwed constantly and major 
initiatives are taken, by the government, when necessary. 
Table - 9 
Global Foreign Institutional Investments 
(1991-92 - 2003-04) 
(US $ Million) 
Year 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
Amount 
1503 
2009 
1926 
979 
-390 
2135 
1847 
1505 
377 
10918 
2039.583 
2916.225 
Growth (%) 
-9.8 
33.67 
-4.13 
-49.2 
-139.84 
647.43 
-13.5 
-18.51 
-75 
2796 
15297.48 
50122.93 
Source: Compiled And Computed By Research Scholar From RBI Bulletin, Mumbai, 
Dated August 2004 
In the budget 2001-02, it was proposed to raise the limit for 
Portfoho Investment by FIIs from the normal level of 24 percent of 
the paid up capital of the company to 49 percent subject to the 
approvals of the General Body of the shareholders by a special 
resolution. The Indian companies have been now been permitted to 
raise the aggregate ceiling for Portfolio Investment by Foreign 
Institutional Investors through secondary market from the normal 
level of 24 percent up to the applicable sectoral cap levels of the 
issued and paidup capital of the company, subject to compliance 
with the special procedure, namely (a) approval by the Board Of 
no 
Directors of the company to enhanced limit beyond 24 percent, and 
(b) a special resolution passed by the General Body of the Company 
approving the enhanced limit beyond 24 percent. 
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Figure 8 is a graph showing trend of foreign institutional 
investment in India from 1992-93 to 2003-04. It is discernible that in 
1998-99 the amount of FII declined very steeply. The line graph is 
showing it by crossing the X axis towards negative figure. 
(i) FIIs Trends In India: 
An analysis of shareholding of the 50 companies represented 
by Nifty index reveals that close to one-third of the corporate wealth 
represented by the market capitalization of these companies is in 
foreign hands. The Nifty accounts for close to 70 percent of the total 
market capitalization of National Stock Exchange. Thus, foreign 
hands are controlling a substantial part of the Indian corporate 
wealth. Obviously, a large chunk of the increase in foreign holding is 
I I 
due to Foreign Institutional Investment inflows and not due to any 
strategic investment. 
(ii) Sector-wise Trends 
An interesting aspect is that the foreign shareholding has 
increased across all sectors barring FMCG. Few sectors such as 
energy (petrochemicals, oil and gas), automobiles and 
pharmaceuticals, received the highest global portfolio fund inflows. 
A number of factors, such as re-rating of PSU oil stocks, the 
passage of electricity bill leading to re-rating of stocks in the power 
and power equipment sector such as Tata power and BHEL, and 
Reliance taking over BSES in the privatization process attracted 
Institutional funds into these stocks and led to substantial rise in 
Foreign Institutional Investment holdings. The listing of Maruti, 
where Suzuki holds a substancial stake, also increased the proportion 
of foreign holding in the Nift companies.^ 
(in) Exit of Some Foreign Institutional Investors 
Quite a few Foreign Institutional Investors have moved out of 
the Indian markets wholly or partially. Dundee, Jardin, fleming, 
Cazenove, Capital international, Newton and Pioneer, among others, 
opted out of mutual fund operation in India. A few of these players 
also turned their back on India as Foreign Institutional Investors. 
Even global major such as Morgan Stanley, Merril Lynch and 
Alliance Capital have shown no inclination to pursue operations 
actively. Alliance capital did indicate that it might turn its back on 
the Indian operations before changing its mind. 
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Increasing pressure at home and the slew accounting scandals 
and controversies over research quality have added to problems in a 
steadily declining market. These factors continue to be at play, and 
have the potential to the level of Foreign Institutional Investors 
interest in the Indian market in 2004.^ 
b] Euro Equitie^/Depository Receipts 
Depository receipts which include ADRs, GDRs, Euro DRs 
(Euro Depository receipts), and NYs (New York shares), allows non-
U.S companies to offer dollar dominated securities to investors 
around the world. The bank of New York is the world's largest 
depository for American Depository Receipts (ADRs) and Global 
Depository Receipts (GDRs). These depository receipts are negotiable 
U.S securities that generally represent a non U.S company publicly 
trade equity. Although, typically denominated by U.S dollars, 
depository receipts can also be denominated in Euros. Depository 
receipts can be eligible to trade on all U.S stock exchanges. 
The adverse effect of global slowdown and delayed recovery 
on international capital markets are evident from the lower resource 
mobilization by Indian corporates through the depository receipts 
route. The volume of equity finance raised from international 
markets by Indian firms had dropped. Which further reduced over-
all portfolio investment. Portfolio inflows are unlikely to improve till 
global recovery gathers momentum and investors become less risk-
averse towards emerging markets. 
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(i) Pricing Of Indian GDRs 
Indian GDRs have generally been priced at a discount over the 
prevailing market price. Of the 62 GDR issues made, 34 were priced 
at a discount over the domestic price at the time of pricing. 
The early GDR issues by Indian companies were priced at a 
discount over the ruling domestic price. The phenomenon of pricing 
at a discount ended in November 1993 when Mahindra & Mahindra 
placed its GDRs at par with the domestic price. Then later Indian 
companies could successfully price their issues at a premium 
between January 2000 and March 2000. 
Table 10 is drafted to show total ADRs/GDRs issues from the 
year 1992-93 to 2003-04. According to the table the highest amount of 
ADRs/GDRs issues was in the year 1994-95 with US $2082 million 
otherwise in the last 1 decade its growth rate is not that much 
fluctuating. The most heartsick year for ADRs/GDRs was 1998-99 
with an amount of US $270 million. 
The average growth rate of ADRs/GDRs issues is 57.67 
percent with an average amount of US $ 828.41 million. This 
crowding of issues resulted in a clean oversupply of Indian paper in 
the international markets. With the result, prospective companies 
either deferred or shelved their plans of making GDR issues, fearing 
the possibility of having to price their issue at a steep discount over 
the domestic price as shown in the table for the period under reveiw 
14 
Table -10 
ADR^GDRs Issues 
(1992-93 - 2003-04) 
(US $ Million) 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
Amount 
240 
1520 
2082 
683 
1366 
645 
270 
768 
831 
477 
600 
459 
828.41 
553.28 
Growth (%) 
-
533.3 
37 y f> 
-67.2 
100 
-52.8 
-68.14 
184.4 
8.20 
-42.6 
25.79 
-23.5 
57.67 
175.56 
Source: Reserve Bank of India Bulletin [August 2004] 
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Figure 9 is a bar graph showing amount of ADRs/GDRs 
issues in India, in terms of US $ million, from 1992-93 to 2003-04. 
c) External Commercial Borrowings [ECBs] 
External Commercial borrowings are one of the modes for 
sourcing of funds for corporates. The Government of India has come 
out with guidelines for approval of external commercial borrowings. 
These guidelines reflect the government's desire of maintaining 
prudent limits for total external borrowings and at the same time 
give flexibility to corporates. The guiding principles of ECB policy 
are to keep borrowing maturities long, costs low, and encourage 
infrastructure and export sector financing which are crucial for 
overall growth of the economy. 
Aggregate approvals granted by Ministry of Finance and the 
Reserve Bank of India for raising ECBs during the period 1998-99 to 
2003-04 are given in table 11. The amount of approvals includes the 
intimations given under the automatic route facility of the Reserve 
Bank of India.(up to US $ 50 million including refinancing of existing 
ECBs). The sectoral break up for ECB approvals pertain to the 
approval granted by Ministry of Finance for ECB approvals beyond 
US $ 100 million. These ECBs are generally for higher maturates 
pertainery to infrastructure industries. It can be ascertain through the 
statistics used in the table that among all these infrastructural 
industries. Shipping industry has the most consistency for ECBs. 
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4] Constrains Of Inflow Of Foreign Investment In India 
a] Problems in Foreign Direct Investment 
1. Strings attached with Foreign Investment regime: The Foreign 
Investment regime in India is still quite restrictive. Foreign 
ownership of between 51 and 100 percent of equity still requires a 
lengthy procedure of governmental approval. 
2. Raucous tariff rates by international standards: India's tariff rates are 
still among the highest in the world, and continue to block India's 
attractiveness as an export platform for labor-intensive 
manufacturing production. 
3. Insufficiency of manifested sectoral policies for foreign direct investment: 
Prompt adaptation of approved FDI into actual investment would 
require more transparent and manifested sectoral policies, and a 
drastic reduction in time-consuming red-tapism. 
4. Lack of decision-making authority with the state governments: In most 
key infrastructure areas, the central government remains in control, 
or at least with interdiction over state actions. If a greater liberty is 
given to the states it will definitely help in nurturing greater 
competition among them selves. The state governments in India 
need to be beheld as potential agents of rapid and salutary change. 
Brazil, China, and Russia are examples where regional 
governments take the lead in pushing reforms and prompting 
further actions by the central government. 
5. No liberalization in exit barriers: -While the reforms implemented so 
far have helped remove the entry barriers, the liberalization of exit 
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barriers has yet to take place. An exit policy needs to be formulated 
such that firms can enter and exit freely from the market. 
6. Limited scale of export processing zones: A revision in the policy, 
related to Export Processing Zones, is required, for their decent 
contributions to attracting FDI and overall export development. 
7 Restrictive labor laws: - Large firms in India are not allowed to 
retrench or layoff any workers, or close down the unit without the 
permission of the state government. The continuing barrier to the 
dismissal of unwanted workers in Indian establishments with 100 
or more employees paralyzes firms in hiring new workers^ 
8. Financial sector reforms: - Reform of India's financial sector is crucial 
for large FDI flows into India. 
9 Exorbitant rates of corporate tax: - Corporate tax rates in East Asia are 
generally in the range of 15 to 30 percent, compared with a rate of 
48 percent for foreign companies in India. High corporate tax rate 
is definitely a major disincentive to foreign corporate investment in 
India.7 
b] Problems in Foreign Indirect Investment 
The two common apprehensions about Portfolio Investment 
inflows are the fear of management takeovers and potential capital 
outflows. 
A. Management control 
Foreign Institutional nvestors act as agents on behalf of their 
principals - as financial investors maximizing returns. There are 
domestic laws that effectively prohibit institutional investors from 
taking management control. For example, US law prevents mutual 
funds from owning more than 5 per cent of a company's stock. 
According to the International Monetary Fund's Balance of 
Payments Manual 5, FDI is that category of international investment 
that reflects the objective of obtaining a lasting interest by a resident 
entity in one economy in an enterprise resident in another economy. 
The lasting interest implies the existence of a long-term relationship 
between the direct investor and the enterprise and a significant degree 
of influence by the investor in the management of the enterprise. 
According to EU law, foreign investment is labeled direct investment 
when the investor buys more than 10 per cent of the investment target, 
and portfolio investment when the acquired stake is less than 10 per 
cent. 
Institutional investors on the other hand are specialized 
financial intermediaries managing savings collectively on behalf of 
investors, especially small investors, towards specific objectives in 
terms of risk, returns, and maturity of claims. 
All take-overs are governed by SEBI (Substantial Acquisition of Shares 
and Takeovers) Regulations, 1997, and sub-accounts of FIIs are 
deemed to be "persons acting in concert" with other persons in the 
same category unless the contrary is established. In addition, reporting 
requirement have been imposed on FIIs and currently Participatory 
Notes cannot be issued to un-regulated entities abroad. 
B. Potential capital outflows 
FII inflows are popularly described as "hot money", because of 
the herding behaviour and potential for large capital outflows. 
Herding behaviour, with all the FIIs trying to either only buy or only 
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sell at the same time, particularly at times of market stress, can be 
rational.8 With performance-related fees for fund managers, and 
performance judged on the basis of how other funds are doing, there is 
great incentive to suffer the consequences of being wrong when 
everyone is wrong, rather than taking the risk of being wrong when 
some others are right. The incentive structure highlights the danger of 
a contrarian bet going wrong and makes it much more severe than 
performing badly along with most others in the market. It not only 
leads to reliance on the same information as others but also reduces 
the planning horizon to a relatively short one. Value at Risk models 
followed by FIIs may destabilize markets by leading to simultaneous 
sale by various FIIs, as observed in Russia and Long Term Capital 
Management 1998 (LTCM) crisis. Extrapolative expectations or trend 
chasing rather than focusing on fundamentals can lead to 
destabilization. Movements in the weightage attached to a country by 
indices such as Morgan Stanley Country Index (MSCI) or International 
Finance Corporation (W) (IFC) also leads to en masse shift in FII 
portfolios. 
Another source of concern are hedge funds, who, unlike pension 
funds, life insurance companies and mutual funds, engage in short-
term trading, take short positions and borrow more aggressively, and 
numbered about 6,000 with $500 billion of assets under control in 1998. 
Some of these issues have been relevant right from 1992, when 
FII investments were allowed in. The issues, which continue to be 
relevant even today, are: (i) benchmarking with the best practices in 
other developing countries that compete with India for similar 
investments; (ii) if management control is what is to be protected, is 
there a reason to put a restriction on the maximum amount of shares 
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that can be held by a foreign investor rather than the maximum that 
can be held by all foreigners put together; and (iii) whether the limit of 
24 per cent on FIl investment will be over and above the 51 per cent 
limit on FDl. There are some other issues such as whether the existing 
ceiling on the ratio between equities and debentures in an Fll portfolio 
of 70:30 should continue or not, but this is beyond the terms of 
reference of the Committee. 
It may be noted that all emerging peer markets have some 
restrictions either in terms of quantitative limits across the board or in 
specified sectors, such as, telecom, media, banks, finance companies, 
retail trading medicine, and exploration of natural resources. Against 
this background, further across the board relaxation by India in all 
sectors except a few very specific sectors to be excluded, may 
considerably enhance the attractiveness of India as a destination for 
foreign portfolio flows. It is felt that with adequate institutional 
safeguards now in place the special procedure mechanism for raising 
FII investments beyond 24 per cent may be dispensed with.^ 
5] Conclusion 
In the concluding phase of discussion it may be inferred that 
global equity participation in India is contributing to growth of 
country's economy through various channels in addition to capital 
formation. Realizing the importance of global equity participation 
almost all the developing countries of the world have opened their 
doors to the foreign investors. Foreign capital infact contributes in 
many ways i.e technology transfer, human capital development and 
promotion of foreign trade to the process of economic growth and 
development and acts as catalyst for domestic industrial development. 
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The total foreign equity investment in india in the year 1991-92 
amounted to US $ 133 miUion in which US $ 129 million was 
contributed by foreign direct investment and US $ 4 million through 
foreign portfolio investment. The amount of total foreign equity 
investment kept on improving year after year to reach US $ 16052 
million in 2003-04, out of which US $ 4675 million is by way of foreign 
direct investment and US $ 11377 million comes by way of foreign 
portfolio investment. 
Foreign investment even after policy changes constitutes a small 
percentage of total investment in the industrial sector. The reason, 
why needed foreign capital is not coming are the poor infrastructure in 
the Indian stock exchange and outdated settlement systems, the 
problems associated with the physical transactions of shares, the time 
delay in getting share transfers done, the lack of central depository, the 
low liquidity in the market and the relative lack of ease for exit etc. 
Hence, there is a need to improve infrastructure in all the Indian stock 
exchanges. There is an important role of foreign investment in 
developing countries. But this role can positively be fulfilled only if 
government retains the right to choose the type of foreign investments 
and the terms and the conditions of their entry and operations. 
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Chapter 4 
A Perspective on Indian Software Industry 
1] Introduction 
This chapter is designed to study in detail the growth and 
development of Indian Software Industry under liberalization regime. 
This chapter elucidates each and every aspect of Indian software 
industry including its origin and its performance since economic 
liberalization. At the first instance, the performance of IT industry as a 
whole has been assessed. The software industry's performance has 
been appraised at the second instance in terms of revenue earnings, 
exports and employment generation. Classified analysis with regard to 
growth and development of hardware, software and ITES/BPO has 
been made to find out the total contribution made by each component 
of IT industry in the post liberalization era. 
India has of late acquired a reputation of being 'Haven of 
Software Development". Global Giants airlines, such as, British 
Airways, Singapore Airlines, Swissair, United Airlines are using 
software developed by Indian programmers. Megacorps like 
American Express, Boeing, British Telecom, Citibank, General Electric, 
General Motors, Morgan Stanley, Reebok, Sony, Wal-Mart, and others 
also buy much of their software from India. Japan is turning to Indian 
software companies for digital signalling systems to get its commuters 
out of its legendary traffic-jams. There is a very impressive list of 
global software multinationals operating out of India including AT&T, 
Baan, Cadence, Computer Associates, Hewlett-Packard, IBM, Lucent, 
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Microsoft, Motorola, Novell, Oracle, Sony doing much of their 
development work in India. According to a study conducted by World 
Bank in U.S., the Indian vendors were rated as their number one 
choice for outsourcing software. 
Companies around the world are gaining competitive 
advantages by using Indian software services. Foreign companies are 
attracted towards India for many reasons like a virtual 12-hour time 
zone difference between India and USA offers cost and time savings, 
presence of enormous pool of highly skilled English speaking 
professionals, second only to U.S. India has a growing bank of 4.3 
million technical workers, provided by over 1900 educational 
institutions and polytechnics which train more than 73,000 computer 
software professionals every year, out of top 300 companies, there are 
more than 145 ISO 9000 certified and six SEI CMM Level 5 software 
companies, Indian software companies strictly adhere to delivery 
schedules and provide total customer satisfaction by using state-of-
the-art technologies, Indian software companies have very strong 
brand equity in major markets, Indian companies offer innovative, 
extensive and most cost-effective E-Business and web based solutions.^ 
2] Genesis Of Indian Software Industry 
Until the mid-1960s, there was virtually no software 
development going in India. Whatever software sold was bundled 
with computers sold by multinational companies like IBM. The early 
software development efforts focused on producing in-house 
applications for efficient use of these computers. Government policies 
attempted to encourage the growth of a domestic hardware industry 
through high import tariffs on hardware. State owned hardware 
companies, such as the Electronic Corporation of India Limited, 
attempted to produce computers for domesHr academic and 
177 
commercial use, and these efforts included development of operating 
systems, compilers and application packages. Most of these efforts, 
however, were not very successful. Of course, many of the reasons to 
which modern observers attribute the success of today's Indian 
software industry - e.g. low cost talent, English language, and a 
tradition of entrepreneurship - did in fact exist prior to the 1960s. The 
fact that the industry did not, however, and the fact that the industry 
continues not to have made a mark in other low-cost, english speaking 
countries suggests that these are certainly not sufficient conditions for 
the success of the Indian software industry. 
It is instructive that the industry really got its start with the 
establishment in 1968 of Tata Consultancy Services (TCS), a wholly-
owned subsidiary of Tata Sons, itself the holding company of the Tata 
Group, a diversified business group and the epitome of concentrated 
ownership. TCS was the first commercial organization to subscribe to 
the export-commitment related terms under which the Indian 
government allowed the import of hardware. Tata's ostensible 
purpose was to allow its diverse companies to use computers in their 
operations. Toward this end, the company formed an alliance with 
Burroughs Corporation. Under this alliance. Burroughs would help 
secure US clients for TCS; in return, TCS would act as an exclusive 
sales agent for Burroughs hardware in India. Based on this alliance, 
TCS secured its first U.S. client - the Detroit Police Department. TCS is 
now the largest software services company in India employing more 
than 19,000 software engineers. The company is privately held, fully 
owned by Tata Sons Limited, the apex of the Tata group companies. 
But it was a serendipitous event that triggered the rise of TCS, having 
to do with the withdrawal of the 'incumbent,' IBM, in 1978. IBM took 
this step in response to the Foreign Exchange Regulation Act (FERA) 
of India, which limited multinational companies (MNCs) to a 
maximum of 40 percent ownership stake in their Indian subsidiaries, 
and specified policies for access to foreign exchange for imports, and 
the use of foreign exchange earned through exports. MNCs had to 
either choose between reducing their stake to this level by selling their 
shares to the Indian public, or leave the country. 
Several MNCs chose to dilute their stakes through public 
offerings on the Bombay stock exchange, but IBM and Coca Cola were 
two prominent exceptions. The decision of IBM to leave India meant 
that larger chunk of employees of the company had to look for other 
alternatives to exploit their skills. Many of these employees set up 
small software consulting companies which would offer software 
development and maintenance services to former IBM customers, 
leading to the beginnings of the Indian software industry. The 
departure of IBM also allowed many smaller hardware companies to 
expand into India, exposing Indian software programmers to a variety 
of software platforms. 
Other unintended consequences of Indian government policy 
also played a role in shaping the nascent industry. For example, the 
severe import restrictions on hardware - requirements of government 
permits, high customs duties, and control of foreign currency 
availability - gave a fillip to the industry practice that received the 
derogatory title of 'bodyshopping,' whereby programmers were 
shipped off to the client site and worked on the client's computers. 
This in turn led to some companies building relationships with their 
clients that were then to play a major role in shaping the industry. 
The outward-looking nature of the industry from the outset was 
also influenced by the unattractiveness of the domestic market. This, in 
turn, had several causes. First, fearing unemployment from 
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automation, the government did not encourage the adoption of 
computerization in government and state-owned enterprises. Second, 
its interest in developing a domestic hardware industry led the 
government to impose extremely high tariffs (350 percent in much of 
the 1970s and early 1980s). Third, Indian private sector companies had 
little incentive to adopt information technology to improve operations 
and productivity, given the highly protected nature of the economy. 
As a result, Indian software firms found it difficult to generate much 
demand for their services in the domestic market. This outward 
orientation stood in significant contrast to the orientation of much of 
the Indian private sector, which was focused on the Indian domestic 
market rather than the export market. 
More broadly than these specific serendipitous events, software 
slipped under the discerning bureaucrat's otherwise omnipresent 
proverbial radar screen, so to speak. The origin of India's socialist 
policies and heavy-handed micromanagement of enterprise lay in 
Oxford & Cambridge-indoctrinated Fabian socialism, which sought to 
regulate the 'commanding heights' of the economy. But this required 
physical assets to control. 
Software, with its characteristic intangibles, was too ephemeral 
to be included in the purview of these regulations. Other than the 
intangible nature of the assets in question in the software industry, 
another reason why the industry escaped some of the pernicious 
effects of Indian socialism had to do with its non-capital-intensive 
nature. The state's stranglehold on the financial sector did not matter 
as much. Several of the last decade's changes have helped move an 
already existing industry along. For example, far-ranging deregulation 
initiated following an exchange-rate crisis in 1990 generically 
improved the outlook for business. 
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The delicensing of hardware imports and the greatly falling 
hardware prices internationally meant that entry barriers into the 
Indian domestic software industry fell drastically. Software firms were 
allowed to set up private telecommunications networks to promote 
remote software services (often to clients in the west). The party in 
power until early 2004, the Bhartiya Janata Party (BJP), was generally 
pro-business and the first to explicitly support the software industry in 
its election manifesto. 
But these recent changes do not shed much light on the origins 
of the industry. It is interesting to ask how a low-cost, talent-intensive 
environment could become a world-player in a knowledge-intensive 
industry. Clearly serendipity, as opposed to explicit design, played a 
role. More interestingly for our purposes, concentrated ownership, in 
the garb of TCS, was the best positioned to capitalize on the 
opportunities revealed by serendipity. Indeed, the ownership links 
among the Tata companies were among the ties that cemented them 
(along with director interlocks, a shared if informal access to the Tata 
brand, and shared senior level talent),and permitted TCS to leverage 
the Tata Group's reputation. It is doubtful that an entity could have 
arisen in a vacuum, unaffiliated with an existing reputable private 
sector entity, to capitalize on the software industry opportunity.2 
3] Structure Of Indian Software Industry 
Based on respective size and abilities, Indian software 
companies can broadly be categorized into the structure as mentioned 
in Figure -1.3 
r,! 
a) Horizontal space: 
Large players like Infosys, TCS, Wipro, HCL Technologies and 
Satyam occupy this space. These companies have offerings that span 
almost the entire value chain, or a major part of it and, as such, have 
the ability to cater to a diverse set of clientele. Another basic 
characteristic of this set of companies is their large scale - large 
number of development centers, global sales offices and a large 
employee base. It is believed that these companies are most likely to 
gain from the increased wave of outsourcing, as they have proven 
capabilities in areas like scalability and de-risked business models 
(offer end-to-end services). Though MphasiS do not have many 
services that match with the top rung players, the fact that it is a 
quality software service provider along with a BPO offering puts it in 
the horizontal space. 
b) Vertical space 
This category is further divided into three distinct parts -
/) Niche players: These are players that have a focused presence in 
particular area or domain. Prominent examples in this segment are i-
flex (provides services and products in the banking and financial 
services industry), Hughes Software (provides solutions to the global 
telecom industry) and Geometric Software (provides solution for 
engineering and manufacturing companies). As compared to the large 
players, companies in this category are more prone to uncertainty. 
This is because they derive almost their entire revenues from a single 
domain, and any upheaval in that space causes volatility in their 
financial performance and valuations. 
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For instance, Hughes Software, which earlier provided services only 
to telecom OEMs (original equipment manufacturers) faced grim 
times in the years 2001, 2002 and 2003. This was because, facing 
pressure of unutilized capacities due to a decline in telecom 
spending during these years, these OEMs cut down on their 
outsourcing of telecom R&D services. And this proved ominous for 
Hughes Software. As a matter of fact, Hughes' revenues grew at a 
CAGR of 5 percent during these three years, with 2003 actually 
witnessing a decline. This was because, facing pressure of unutilized 
capacities due to a decline in telecom spending during these years, 
these OEMs cut down on their outsourcing of telecom R&D services. 
And this proved ominous for Hughes Software. As a matter of fact, 
Hughes' revenues grew at a CAGR of 5 percent during these three 
years, with 2003 actually witnessing a decline. 
ti) Captive Centres Of Global MNCs: 
These represent the bases established by global MNCs like 
IBM, EDS and CSC in India with a view of taking advantage of the 
low-cost Indian offshoring model. Now, these captives present the 
toughest challenge to the large Indian offshoring companies that 
occupy the horizontal space. This is because, backed by their high 
domain capabilities, these companies have been posing a grave 
threat to the large Indian players in key areas like client acquisition 
and talent retention. Relatively higher salaries paid by these captive 
companies have been one of the leading causes of the increase in 
attrition levels for Indian players, especially at the top level. 
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in) Product Companies: 
As mentioned earlier, these are a rare species in the Indian 
context. This is vindicated from the fact that we have only a few 
globally recognized players in the product space. And the most 
prominent among these very few is i-flex solutions, the leading 
provider of core banking solutions. The company, with its flagship 
product, Flexcube, has been at the forefront of bringing global 
recognition to the 'Made in India' brand. Other key players in the 
product space are Hughes Software and Geometric Software, though 
both have only a minor part (16% and 11% respectively) of their 
revenues coming from this segment. Also, while i-flex has a product 
that spans the entire requirement of the client, the latter two 
companies largely cater to OEMs through small components like 
plug-ins and add-ons. Being a successful product company has one 
key advantage attached to it. That is, after a point of time, once the 
company has established its presence through a quality product, 
revenues from the same follow straight to the bottomline, as 
incremental expenses towards products are very minimal as 
compared to services. This is not true for a services player This is for 
the reason that a services company has to make continued initiatives 
towards moving up the value chain or it has to continuously invest 
in human resources if it wants earn higher revenues. 
Coming back to our point that all players in the Indian 
technology space are not insulated from the turn of events outside 
their realm, we believe that going forward, demand for technology 
solution from global clients is likely to be concentrated among a few 
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players. These could be any of those discussed above. This is because 
the demand for technology is hkely to be more guided by the 'Return 
on Investment' factor, i.e., how much of cost saving or return on 
investment can be obtained by clients from their IT spending. And, 
in these circumstances, companies in the horizontal space are less 
risky as compared to focused (vertical) companies. Investing in 
vertical companies purely depends on the investor's risk-return 
profile, as the risks are higher. 
^ Performance Appraisal Of Indian Software Industry Since 
Economic Liberalization 
a] Performance of Indian Software Industry 
The information technology industry, comprising of computer 
hardware, software, ITES-BPO, is incontrovertibly the fastest 
growing industry in the world. Investment in IT is closely linked to 
global cycles; computers now comprise of a sizable chunk of total 
capital infrastructure spendings, ensuring that the global IT market 
will continue to grow in future.'' 
In spite of global slackening in 2001-02, the Indian Software 
services. Hardware and ITES-BPO industry were poised to meet its 
long term potential in terms of earning revenue up to US $ 21603 
million in 2003-04. None other Indian industry has performed so well 
against the global competition. 
Table 1 presents Indian Information Technology revenue 
earnings from domestic and export market for the period from 1991-
92 to 2003-04. The Indian IT industry includes Software, Hardware 
and ITES-BPO segments. The table ascertains that earnings from 
export market have achieved a titanic growth rate with average 
annual growth rate of 28.41 percent. It can also be seen that since 
1991-92 the earnings from IT export kept on rising with US $ 263.5 
million in 1991-92 increasing to US $ 359.5 million in 1992-93 and 
further to US $ 443 million in 1993-94. From 1994-95, the earnings 
from IT export grew phenomenally registering US $ 722 million - a 
rise of 39 percent over previous year. It grew at 12 percent in the next 
year i.e 1995-96 and then recorded substantial growth of 45 percent 
in 1996-97. In the succeeding years of study the growth in earnings of 
IT export is ranging between the high of 39 percent in 1999-2000 to 
the low of 23 percent in 2003-04. 
The performance on the domestic front is also impressive. The 
analysis of the coefficient of variance reveals that though export has 
done well but compared to others consistency and stability of 
earnings appear to be dissatisfactory. On the other hand, the 
earnings from domestic market is more consistent. During 1991-92, 
the revenue earnings from domestic market amounted to US $ 585 
million, which grew year after year to reach US $ 6213 million in 
2000-01. In successive years, the earnings from domestic market have 
been fluctuating although above US $ 6000 million except 2003-04 
when the earnings slightly declined to below US $ 6000 million. The 
average revenue earnings from exports of last 13 years is US $ 
4564.46 million. The reasons for these changes may be ascribed to 
increased use of internet and dazzling growth of IT in the form of PC 
penetration in the country. Many programmes for the development 
of IT market in India has also been organized by the government of 
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India. Due to high quality products and high demand at terrestrial 
market, IT products have proved their christen at international 
market. 
Table - 1 
Statement Showing Earnings Of Information Technology Market 
(Domestic and Export) 
(1991-92- 2003-04) 
(Figure in US $ million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
o 
CV % 
Source: Cot 
portal ofNi 
Export 
263.5 
359.5 
443 
711 
829 
1509 
2141 
2834 
4686 
7378 
9524 
12506 
16143 
4564.46 
5242.03 
114.84 
njnled and cc 
\SSCOM, 2 
Growth 
Export 
(%) 
-
26.70 
18.84 
38.64 
12.90 
45.06 
29.51 
24.45 
39.52 
36.48 
22.53 
23.84 
22.52 
28.41 
9.59 
33.76 
imputed by the 
004. 
Domestic 
585 
842 
1062 
1373 
2111 
2422 
3248 
3381 
4351 
6213 
6114 
6604 
5460 
3366.61 
2186.35 
64.94 
Research Schol 
Growth 
Domestic 
(%) 
30.52 
20.71 
22.65 
34.95 
12.84 
25.43 
3.93 
22.29 
29.96 
-1.61 
7.33 
-20.95 
15.67 
16.13 
102.94 
arfrom the data 
Total 
848.8 
1201.5 
1505 
2095 
2940 
3931 
5389 
6215 
9037 
13591 
15638 
19110 
21603 
7931.07 
7220.72 
91.04 
available on 
Growth 
Total 
(%) 
29.37 
20.16 
28.16 
28.74 
25...20 
27.05 
13.29 
31.22 
33.50 
13.08 
18.16 
11.54 
23.28 
7.70 
33.07 
the web 
Note: Information Technology includes Software and services. Hardware and 
ITES-BPO for Export and Domestic Market. 
In today's knowledge economy, the most ticketed resource 
India has is its readily available work force. After U.S India is the 
second largest English speaking scientific professionals in the world. 
The government is also making the endeavor to step up the number 
138 
and quality of training facilities in the country to capitalize on its 
extra ordinary human resources. It is the knowledge industry that 
will help the Indian economy to get a sustained higher rate of 
growth. Over the last decade there is a blooming growth in the 
number of India's IT professionals. India's abundant, high quality 
and cost effective services and its vast resources of skilled software 
human power have made it an attractive location of global software 
client. 
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Figure 2 is a bar diagram showing earnings of information 
technology market from domestic and export market. The length of 
bars is portraying total earnings of IT market and its shaded part is 
depicting the earnings from export market whereas the black area of 
bar is the earnings from domestic market for the period under 
reference. 
139 
Table 2 is presenting the availability of IT professionals during 
1991-92 -2003-04 in India. There were 56000 IT professionals in 1991-
92 which kept on multiplying to reach 160000 in 1996-97 and then 
substantially growing to 284000 in 1999-2000. In 2002-03, IT 
professionals just doubled to 661000 and then the record highest of 
813000 in 2003-04. Annual Average Growth Rate of IT professionals 
in India have registered 28.56 percent for the period under reference. 
The average annual strength of Information Technology 
professionals for the period under review is 418052. 
Table - 2 
Statement Showing Availability of Professionals in India 
(1991-92 - 2003-04) 
Year 
1991-92 
1996-97 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
CT 
AAGR 
No. of Professionals 
56000 
160000 
284000 
430114 
522250 
661000 
813000 
418052 
271309.4 
Source: Compiled by the Research Scholar J 
www. nasscom.org 
and ivzirw.dqindia.com 
Growth Rate % 
-
65 
43.66 
33.97 
17.64 
20.99 
18.70 
28.56 
^om 
In the present circumstances not just the software sector but 
smaller and service segment of information technology industry is 
also expanding employment opportunities very rapidly. Software 
customization, data entry and Internet Bureau are offering lot of jobs. 
The government has set up many histitutes of Information 
Technology as a deemed university, to fulfill the demand of IT 
professionals within the country and abroad. The department of 
Information Technology has also started some computer training 
programmes under DOEACC- A, B, C and O level to train the 
Information Technology professionals.^- Per IT professionals the 
earnings amounted for US $ 15151.78 in 1991-92 which increased to 
US $26571.95 in 2003-04. 
Table 3 furnishes accoimts with regard to Information 
Technology revenue earnings from domestic market from 1991-1992 
to 2003-2004 in terms of revenue earnings, of different segments 
(software, hardware and ITES-BPO) of information technology. The 
revenue earnings from the domestic market including all segments 
have registered an increasing trend for the period under study. It is 
discernible from the table that revenue earnings from IT - software 
have shown an increasing trend - in 1991-92, the earnings amounted 
to US $ 140 million which has increased manifold to four digit 
regarding US $ 103 million in 1995-96 and then to another peak of US 
$ 1244 million in 1997-98. In the successive years the earnings were 
quite impressive as much as that it reached the zenith of US $ 3275 
million in 2001-02. However, the remaining couple of years recorded 
robust performance in terms of revenue earnings. On average the 
growth in software earnings registered the highest of 69 percent in 
2003-04 and the lowest of 10 percent in 2001-02. Revenue earnings 
from hardware for the period under reference have witnessed 
disparate trends. The highest revenue in this segment has been 
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achieved during 1995-96 - 2001-02. However, ir\ the last couple of 
years of the study the earnings for hardware have pummeled 
recording a negative growth of 74 percent in 2002-03. 
ITES-BPO segment of information technology industry also 
shows very heartening trend in revenue earnings in early six years of 
the liberahzation policy. It stood at US $ 210 million in 1991-92, US $ 
277 million in 1992-93 which registered an increasing trend in the 
successive years i.e US $ 342 million in 1993-94, US $ 433 million in 
1994-95, US $ 584 million in 1995-96 and US $ 702 million in 1996-97 
respectively. But in 1997-98 it plunged to US $ 1.54 million. From 
1998-99 again the revenue earnings improved with US $ 11.5 million. 
From 1999-2000 there has been drastic improvement in ITES-BPO 
revenue earnings which amounted to US $ 1201 million in 1999-2000 
and US $ 1663 million in 2000-01. Earnings of IT from ITES-BPO kept 
on fluctuating from 2001-02 onwards, with US $ 574 million in 2001-
02, US $ 3199 million in 2002-03 and US $ 300 million in 2003-04 
respectively. 
Domestic market has been satisfactory in terms of revenue 
earnings for the entire period under review. The reason for this is 
mainly attributed to the large amount of business conducted by the 
Indian companies in installing computerization especially in some 
government organizations, banking and financial institutes and the 
educational institutions. Table also presents the study with regard to 
the mean, standard deviation, and coefficient of variance for the 
period under reference. It is seen that the hardware segment of 
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information technology industry has registered a high degree of 
consistency and stability. The average revenue earnings from the 
domestic market for all the segments register the highest of every 
revenue amounting to the tune of US $ 1315.76 million for software 
followed by Hardware and ITES-BPO at US $1155.15 million and 
US$ 895.69 million respectively for the period under consideration. 
From the foregoing analysis it is clear that there is an urgent need to 
arrest the attention of the government to formulate policy to pep up 
domestic market for Indian IT industry in future for sustaining 
competitiveness globally. Among the average annual growth rate of 
all the sectors software sector has got the highest percentage. 
Table 4 presents information regarding revenue earnings from 
different IT segments from the export market for the period from 
1991-92 to 2003-04. It can be discernible from the table that software 
earnings from export market have witnessed an upward trend for 
the referred period. From US $ 230 million in 19991-92, it has 
increased phenomenally to US $ 12200 million in 2003-03. 
Throughout the period under review, software earnings from export 
market have registered growth rate ranging between the highest of 
62 percent in 1997-98 and 12 percent in 1992-93. Revenue earnings 
from hardware export market witnessed disparate trends -
fluctuating between the lowest of US $ 4 million in 1998-99 to US $ 
377 million in 2001-02. Average growth rate of hardware revenue 
earnings from export market has therefore, volatile trends. The ITES-
BPO segment of IT's revenue earnings from export market have 
recorded tremendous growth during the period under review except 
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of course one year i.e 1998-99 where the growth is in negative. The 
sumptuous growth in ITES-BPO segment has been witnessed due to 
its cost advantages and a vast pool of English speaking people. The 
country now has emerged as global pace for cal centers and back office 
processing services.^ The coefficient of variance shows high 
consistency for hardware followed by software and ITES-BPO during 
the period under reference. 
b) Performance of Indian Software Industry 
India exported its first software services and products in the 
mid-1970s. However, it was not until the 1980s that vigorous and 
sustained growth began, as multinationals like Texas Instruments 
started to take a serious interest in India as a center for software 
production (and as a market for products). In terms of products and 
services, there have been continuous exports of software products 
since the early 1980s. These include enterprise systems, design 
software, and database management tools. However, such exports 
have consistently formed less than about 5 percent of total exports. 
Indian software exports have been, and remain, dominated by services.? 
Within the overall segment of software services exports, though, 
trends of change are detectable. Indian firms began with a strong 
emphasis on 'bodyshopping': the transportation of software staff to 
work overseas at the client's site. In the late 1980s, around 75 percent 
of export earnings came from bodyshopping. By the early 2000s, this 
had dropped to nearly 60 percent, indicating a slow but steady trend 
towards offshore working. ^ This has been paralleled by a second 
trend: that of moving up the value chain from supply of programming 
services to addition of design/analysis services to complete turnkey 
\4& 
project services. As with offshore working, the trend of change has 
been greater within individual cl ient-vendor relationships than in the 
industry overall. Predictions of US $50bn-worth of exports by 2008 
seem over-optimistic. ^ 
Table 5 furnishes data with regard to financial services sector, 
information technology spending by banking, insurance, and the 
securities. The table verifies that the largest share of Indian software 
and service export comes from these firms. Around 40 percent export 
of IT comes from banking and financial sector, followed by 
manufacturing telecom equipment and service provider with around 
13 percent each for the period under review. 
Table - 5 
Indian IT Services and Software Including ITES-BPO Exports 
by Key Vertical 
(2001-02 - 2003-04) 
(In terms of percentage) 
Key Verticals 
Telecom Services Equipments 
Retail 
Health care 
Manufacturing 
Banking and Financial Services 
Government 
Transportation 
Utilities 
Other 
Source: Compiled from Nascom's Resourc 
2001-02 
15 
4 
3 
12 
35 
1 
1 
3 
26 
e Center, 2004 
2002-03 
13 
5 
5 
12 
39 
1 
1 
3 
21 
2003-04 
13 
5 
5 
12 
40 
1 
1 
3 
20 
Health care, Telecommunication, Retail and the Government are 
emerging verticals of Indian software services are increasing 
continuously. Installation of ATMs network, system selected to 
credit/debit cards and facilities for internet banking adopted almost 
147 
by all the banks in India are the main reasons attributed to overall 
increase in the export by key verticals. 
Table 6 is designed to show the size of IT market for software 
and services in India during the period 1996-97 - 2003-04. The Indian 
software and services market continued to build momentum, as an 
economic upturn began sweeping the global geographies. It is 
discernible from the table that Information Technology market for 
software and services in India shows an upward trend from 1996 to 
2004, as its size is increasing every year to reach from US $1859 million 
in 1996-97 to US $ 15574 million in 2003-04. 
Table-6 
IT Market In India: Software and Services Industry 
(1996-97 - 2003-04) 
Year 
1996-1997 
1997-1998 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
Size 
(Rs. Crore) 
6594 
10899 
16879 
23980 
37840 
47532 
59472 
70860 
Size 
(US $ million) 
1859 
2936 
4011 
5539 
8298 
9958 
12314 
15574 
Share in India's 
Exports 
{%) 
-
0.72 
0.97 
1.24 
1.81 
2.07 
2.38 
2.64 
Source: Compiled and computed by the Research Scholar from Nasscom's xveh 
portal, 2004. 
The IT market for software and services share in India's export 
also show an increasing trend i.e from 0.72 percent in 1997-98 to 2.64 
percent in 2003-04. 
14a 
2002-2003 
;= 2000-2001 
> 
1998-1999 
1996-1997 
Figure: 3 
Size of IT Market in India 
1996-97--2003-04 
US $ Million 
Source: Table 6 
Figure 3 is a horizontal bar diagram showing the size of IT 
market in India. The size of IT market, in last few years, is getting 
larger, as is shown by the increasing length of the bars. 
Table 7 is a statement showing IT market for software and 
services exports of India from 1996-97 to 2003-2004. It is discernible 
from the table that the size of software and services export in India 
shows an encouraging trend from 1996-97 to 2003-04 registering 
continuous improvement in the figures reaching to US $12200 million 
in 2003-04 from US $ 1100 million in 1996-97. 
Table-7 
IT Market In India: Software and Services Exports 
(1996-97 - 2003-04) 
Year 
1996-1997 
1997-1998 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
Size 
(Rs. Crore) 
3900 
6530 
10940 
17150 
28350 
36500 
46100 
55510 
Size 
(US $ million) 
1100 
1759 
2600 
3962 
6217 
7647 
9545 
12200 
Share in India's 
Exports (%) 
3.2 
4.9 
7.6 
10.6 
13.8 
17.0 
18.0 
21.3 
Source: Compiled mul computed bij the Research Scholar from Nasscom's weh 
portal, 2004 
l-w 
Table 8 is designed to show the share of Indian IT software and 
services in India's GDP, Export and total IT exports during the period 
1996-97 - 2003-04. It is noticeable in the table that shares in GDP and 
India's export are continuously increasing but the share in total IT 
export is decreasing during the period under reference. The share of 
Indian software in GDP was 0.72 percent in 1997-98 which increased to 
2.64 percent in 2003-04. India has registered herself as super power 
destination of software developer and has enormously increased her 
packages and solutions demand at global market. India is taking 
advantages of highly efficient software professionals at minimum cost. 
The shares of software in total IT revenue-earnings shows decreasing 
trend during the period reviewed. The reason behind this is the 
interest of the global IT companies in establishing their resource 
centers in India as a subsequent decline in the share of exports of 
India's software 
Table -8 
Statement Showing The Share Of Indian IT Software And Services 
In Country's GDP, India's Export and Total IT Export of India 
(1996-97 - 2003-04) 
Year 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
Share in GDP 
(%) 
0.72 
0.97 
1.24 
1.81 
2.07 
2.38 
2.64 
1.69 
0.730205 
Share in India's 
Export (%) 
3.2 
4.9 
7.6 
10.6 
13.8 
17.0 
20.4 
21.3 
12.35 
6.902174 
Share in IT Export 
(%) 
71.76 
81.73 
93.50 
85.36 
84.26 
80.29 
78.96 
75.57 
81.42875 
6.595211 
SoiircL': Compiled nnd computed by the Research Scholar from Nasscom's loeb 
portal, 2004, Planning Commission and Ministry of Commerce and Industry, 
Government of India, Neio Delhi 
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Fgure:4 
Share Of IT Software And Services In India's GDP, India's Export and Total IT 
Bcport 
1996-97 -2003-04 
c 
o 
3 
Year 
: : 
Source: Table 8 
Figure 4 is a bar diagram furnished to compare share of IT 
software and services in country's GDP, Country's exports and total IT 
exports of the country. The lined bars are showing the percentage 
share of IT software and services in total IT export of the country, 
whereas the gray coloured bars are showing the percentage share of IT 
software and services in India's total exports and the black colour bars 
are for the share of software and service in country's GDP for the 
period under reference. 
The exports of Indian software have witnessed exponential 
growth as compared to some of the world's most sophisticated 
companies. According to Nasscom study of 2003-04, Indian exported 
software to more than 102 countries worldwide and out of this 59.0 
percent alone exported to North America (USA and Canada), 22 
percent to Europe. 16.5 percent to Asia pacific and rest of the world 
and 2.5 percent to the Japan. 
!5J 
Table - 9 
Destinations of Indian Software Export 
(1999-00 - 2003-04) 
(in terms of percentage) 
Region 
North America (USA $ Canada) 
Europe 
Asia Pacific and Rest of World 
Japan 
Total 
1999-
2000 
62.0 
23.5 
11 
3.5 
100 
2001-
02 
62.0 
24.0 
10 
4.0 
100 
2002-
03 
67.7 
21.3 
09 
2.0 
100 
2003-
04 
59.0 
22.0 
16.5 
2.0 
100 
Source: Worked out from Khan, Dr. A.Q. and Iqbal SM. Anas (2005), "Indian 
Information Technology Industry - A Paragon for Global Competitiveness for 
Indian Economy, University of Lucknow, U.P, India, Vil.2, No.l, January, andzoeb 
portal ofNasscom. 
The share of North America decreased from 67.7 percent in 
2002-03 to 59.0 percent in 2003-04. Whereas the share of Asia pacific 
and rest of the world has increased by 7.5 percent as compared to 
2002-03. North America has been India's biggest favorite destination 
for the last decade. 
An analysis of Indian software exports shows significant shift 
towards offshore services. In the real senses, share of offshore services 
has gone up to 62 percent as against onsite services at 38 percent 
during 2003-04. onsite services registered 56.08 percent share as 
compared to 38.62 percent share of offshore services during 2000-01. In 
the initial years, the reason of major share of onsite services was client 
who often showed lack of trust for Indian firm's credibility and 
perceived a higher degree of risk in sending work out offshore. In 
order to reduce the risk, they preferred to retain most of the control 
over production by having the work carried onsite.^o But now this 
myth has been over, because Indian software industry has fixed a 
position at international export market. Changes in the government 
152 
ideology have encouraged Indian firms to undertake business 
activities at low risks. 
Table - 1 0 
Indian Software Exports By Delivery Models 
(1994-95 - 2003-04) 
(in terms of percentage) 
Type of Services 
Onsite Services 
Offshore Services 
Products & 
Packages/ unclassified 
1994-
95 
61.0 
29.5 
9.5 
1998-
99 
58.18 
33.92 
7.90 
1999-
2000 
57.43 
32.94 
9.63 
2000-
01 
56.08 
38.62 
5.30 
2001-
02 
45.20 
50.68 
4.12 
2002-
03 
38.94 
57.89 
3.17 
2003-
04 
38.0 
62.0 
-
Source: Compiled and computed from web portal ofNasscom and Cyber Media, New Delhi 
Indian software companies have been attempting to increase 
their presence in countries such as Germany, UK, France, Italy, 
Norway, Sweden and Switzerland in order to reduce dependence on 
the US market. On account of the global economic slowdown, software 
exports to Europe grew slowly during 2002-03. The trend is likely to 
continue into 2003-04.ii Table 11 shows the highest share of software 
export to Europe is in the year 2002-03 which amounted to Rs 10255 
crore with 22.25 percent in the total Indian export. 
Table - 1 1 
India's Software Export To Europe 
(1998-99 - 2003-04) 
Year 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
Amount 
[Rs crore] 
2510 
4030 
6754 
8634 
10255 
India's total export 
(%age) 
22.94 
23.50 
23.82 
23.66 
22.25 
Source: Compiled and computed by the Research Scholar from Nasscom's xveb portal, 2004 
Within North America, the US continues to be the largest 
market for India's software services exports (Table -12). Indian 
software exports '•o fVio US increased significantly during 2002-03, 
despite the depressive economic environment in that country due to 
increased outsourcing of ITES/BPO activities to India. Of India's 
ITES/BPO exports, around 80-85 percent are going to the US. 
Table-12 
_India's Export To North America 
(1998-99 - 2003-04) 
Year 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
Source: Compiled and 
Amount 
[Rs crore] 
6629 
10630 
17761 
24491 
31833 
India's total export 
(%age) 
60.59 
62.00 
62.65 
67.10 
69.05 
computed by the Research Scholar from Nasscom 's web portal, 2004 
Major opportunities are expected to come up for the Indian 
software industry in countries such as China, Australia, New Zealand, 
Taiwan, Hong Kong, Singapore and South Korea. Both IT services and 
ITES/BPO outsourcing is expected to witness a hike from this 
geography.i2 
Table 13 takes into account the top 20 software exporters as per 
Nasscom ranking in 2004-05. According to the statistics available in 
this table the Tata Consulatncy Service Ltd (TCS) is the company 
which generated maximum revenue i.e to the tune of US $ 1644 
million followed by Infosys Technologies Ltd with US $1502 million, 
Wipro Technologies US $ 1198 million and Satyam Computer Services 
Ltd with US $ 745. 
The Indian companies have managed to develop and design a 
number of software products in the last few years in the field of 
banking, insurance, accounting and education. Products like 'Finacle' 
and 'Payaway' of Infosys have been adopted by a large number of 
overseas banks across the world for banking, insurance and health. 
IS4 
TCS has designed software 'Mastercraft" and has fared wellin Europe 
and US. 
Table - 1 3 
Top 20 IT Software And Service Exporters Of India 
(2004-05) 
Rank 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
Company 
Tata Consulatncy Service Ltd 
Infosys Technologies Ltd 
Wipro Technologies 
Satyam Computer Services Ltd 
HCL Technologies Ltd 
Patni Computers System Ltd 
i-Flex Solution Ltd 
Mahndra British Telecom Ltd 
Polaris Software Lab Ltd 
Parrot Systemn TSI (India) Ltd 
Hexware Technologies Ltd 
Larsen & Tubro Infotech Ltd 
MASTEK Ltd 
IGate Global Solution Ltd (Formerly 
MASCOT System) 
Seimens Information System Ltd 
Mphasis BFL Ltd 
Tata Infotech Ltd 
NUT Technologies Ltd 
Flextronics Software System Ltd 
Rs. 
Crore 
7449 
6806 
5426 
3377 
2664 
1548 
1110 
913 
697 
657 
583 
557 
546 
534 
502 
465 
463 
448 
424 
US$ 
mn 
1644 
1502 
1198 
745 
588 
342 
245 
202 
154 
145 
129 
123 
121 
118 
111 
103 
102 
99 
94 
Source: Compiled and computed by the Research Scholar from Nasscom 's Web 
Portal 2004 
Note: IT software and service exports excluding ITES-BPO 
Teleprodigy' and 'Websecure' software produced by Wipro for 
billing system of ISPs and Internet security have grabbed the 
international market. Polaris software has developed 'Polaris Point' 
especially for retail banking and it has been received well in France 
and European countries. 
\5S-
Figure 5 is a pie-chart depicting the percentage share of top 20 
IT software and service exporters in India's export in 2004-05. The 
figure clearly depicts the larger and smaller share of the companies 
through the larger and smaller portions of pie. 
Figure: 5 
Top 20 IT Software And Service Exporters of India in 2004-05 
^ \ 
Source Table 13 
Table 14 presents statistical analysis with regard to revenue 
earnings from the IT software in terms of US $ million both from 
domestic and export markets from 1991-92 to 2003-04. It is evident 
from the table that the revenue earnings from the domestic market has 
shown an increasing trend but the growth rate of domestic market has, 
however, recorded a disparate trend during the period under review. 
Durmg 1991-92 US $ 140 million were received on account of IT 
software and services from domestic market, which has been 
increasing over the years to register the highest growth of US $ 4300 
million m 2003-04 The reason for this increasing growth trend is 
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attributed to the growth of IT penetration and increased use of Internet 
in the country in the wake of liberalization for the globalization of the 
economy. 
Table - 1 4 
Statement Showing Revenue Earnings From IT Software And 
Services 
(1991-92 - 2003-04) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C.V % 
Source: Coi 
Domestic 
140 
190 
230 
350 
490 
670 
950 
1250 
1700 
2024 
2265 
2546 
4300 
1315.76 
1223.64 
93 
ipiled and comf 
Growth 
Domestic 
% 
-
35.71 
21.05 
52.17 
40.00 
36.3 
41.79 
31.58 
36.00 
16.00 
10.64 
11.03 
68.89 
33.46 
17.12 
51.16 
iited by tJie Rest 
Export 
230 
295 
330 
485 
734 
1083 
1750 
2650 
4000 
6217 
7647 
9875 
12200 
3653.53 
4064.43 
111.25 
mrch Scholar 
Growth 
Export % 
-
28.26 
11.86 
46.97 
51.34 
47.55 
61.59 
51.43 
50.94 
35.66 
18.70 
22.56 
23.54 
37.53 
16.11 
42.92 
from Nasscoi 
(US 
Total 
370 
485 
560 
835 
1224 
1753 
2700 
3900 
5700 
8241 
9912 
12421 
16500 
4969.30 
5264.78 
105.95 
ti's xveb porta 
$ million) 
Growth 
% 
-
31.08 
15.46 
49.11 
46.59 
43.22 
54.02 
44.41 
46.15 
30.83 
16.85 
20.19 
32.83 
35.89 
13.36 
37.22 
,2004 
The table further illustrates the export earnings from IT 
software. The export earnings from software is increasing at a steady 
pace from US $230 million in 1991-92 to US $ 12200 million during the 
year 2003-04. It can be seen from the tabular analysis that the initiation 
of liberalization for globalization and the introduction of EURO have 
given a wide spectrum for export growth of IT software during the 
period under reference. The average revenue earnings of software 
market accounts for US $ 4969.30 million during the period under 
consideration. The dispersion of revenue earnings from domestic 
market appears to be more consistent than the earnings from export 
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market. The growth rate shows an increasing trend in both domestic as 
well as exports market during the referred period. 
As shown in table 15, the software and ITES-BPO sectors 
accounted for 813,000 jobs by 2003-04. Of these, 260,000 jobs were 
created in software industry and 245,000 jobs in ITES-BPO which have 
been primarily for export-oriented activities. In particular, jobs in 
ITES-BPO have risen rapidly, from 42,000 in 1999-2000 to 245,000 in 
2003-04. One may argue that the ITES-BPO services that are booming 
currently are relatively low value addition and low skill-intensive 
activities. However, because ITES-BPO services are low value-adding, 
they are likely to make a greater contribution to the local economy in 
terms of creating job opportunities for millions of college pass-outs 
without technical or professional qualifications. The estimate of the 
employment per million dollars of exports in the ITES-BPO sector is 
found to be about 70, which is more than twice that of the software 
sector. Thus viewed from this angle, ITES-BPO appears to have the 
potential of generating substantial employment for the growing 
number of educated youth in the country.^2 
Table -15 
Indian Software and ITES Sectors: Professionals Employed 
(1999-00 - 2003-04) 
Software 
exports sector 
Software -
domestic sector 
Software -
captive in user 
organizations 
ITES-BPO 
Total 
1999-00 
110 000 
17 000 
115 000 
42 000 
284 000 
2000-01 
162 000 
20 000 
178 114 
70 000 
430114 
2001-02 
170 000 
22 000 
224 250 
106 000 
522 250 
2002-03 
205 000 
25 000 
260 000 
171 000 
661 000 
2003-04 
260 000 
28 000 
280 000 
245 500 
813 500 
Source: National Association Of Softivare And Service Companies, 2004 
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Apart from creating jobs for highly qualified professionals as 
well as ordinary college pass-outs, the rise of the software industry has 
provided opportunities for expanding the local base of 
entrepreneurship. The initial start-up costs in the sector are rather low 
and economies of scale are not particularly significant especially for 
service enterprises. Hence, the entry barriers are low. This has helped 
a number of technical professionals to start on their own. Many of the 
leading software enterprises of today were started by first generation 
entrepreneurs. Infosys, Satyam, Mastek, Silverline and Polaris, among 
numerous others, were started by software professionals and 
engineers with small savings and loans at very modest scales to begin 
with. At a smaller level, too, it has provided opportunities for the 
development of entrepreneurship among the relatively less qualified 
professionals as well. A study of smaller or informal sector enterprises 
in the software and services industry in India reveals how many 
rewarding entrepreneurship opportunities exist for low initial set-up 
costs. The rates at which even these smaller enterprises have been 
growing means that they do not stay small for very long. 
The rapid rise of the software industry in the country has also 
helped to reduce the extent of the brain drain by creating rewarding 
employment opportunities within the country, a trend also supported 
by the availability of venture capital to implement new ideas. The rise 
of the software industry has also prompted a number of non-resident 
Indians to return to the country to start software ventures. According 
to some estimates, the rate of returning of professionals increased from 
2 per cent in 1991 to 8 to 10 per cent in the late 1990s, with several 
senior software professionals returning to India to set up their own 
companies. Apparently, in Hyderabad alone, about 100 companies 
have been set up by returning software professionals.^^ 
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Furthermore, the export orientation of the Indian software 
industry benefited from the presence of a substantial number of non-
resident Indian engineers working in United States multinational 
enterprises (MNEs). Some of them have played an important, though 
yet to be documented, role in facilitating contacts between buyers in 
the United States and potential suppliers in India. Non-resident 
Indians in the software industry in the United States have also 
invested back home in subsidiaries that develop software for their 
United States operations. These include investments in subsidiaries of 
Mastech, CBS Inc. and IMR, among others. 
Despite the large pool of trained engineering manpower, India's 
image in the world has been that of a poor and underdeveloped 
economy having a comparative advantage only in low-skill and low-
technology industries. As a result, the country has suffered from a 
disadvantage in exporting knowledge-intensive goods. The emergence 
of the country as a centre for outsourcing such a highly knowledge-
intensive service as software is helping to change the public perception 
of India and is focusing attention on the potential of the country in 
knowledge-based industries. This hanging perception is helping India 
emerge as a destination for the global or regional research and 
development (R&D) centres of MNEs. This changing perception about 
the country's strengths is also shaping bilateral relations with different 
countries. 
The development of the software industry has led to an 
increased flow of capital to the country in three forms: foreign direct 
investment (FDl) by outside MNEs in their subsidiaries and joint 
ventures in India, foreign institutional investments (FIIs) in software 
companies in India through stock purchases, and capital raised abroad 
by Indian software companies. It has been estimated that MNE 
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affiliates account for 23 per cent of exports of software services and 26 
per cent of ITES-BPO exports. 
The development of the software industry in different parts of 
the world is characterized by a strong tendency towards clustering 
because of agglomeration economies. In India, the software industry 
developed initially in Mumbai. Bangalore subsequently emerged as a 
centre of software industry development, especially after the entry of 
Texas Instruments in the mid-1980s. In addition to Bangalore and 
Mumbai, Delhi and the suburban communities of Noida and Gurgaon 
have emerged as the third most popular location for software units. As 
Bangalore has become saturated owing to the limits of its 
infrastructure and the scarcity of space, Hyderabad and Chennai have 
started to provide alternative locations in the south. The top five cities 
together account for 80.5 per cent of the top 600 companies. But other 
cities, such as Calcutta, Pune, Thiruvanantpuram, Ahmedabad and 
Bhubneswar, are becoming increasingly popular locations. Two 
important factors in this agglomeration are the availability of high-
speed data communication links and built-up space provided in 
software technology parks and the availability of skilled manpower. 
The less skill-dependent nature of the ITES-BPO activity makes it more 
easily diffused across the country, thus generating linkages with the 
rest of the economy. 
5] Future Trends for Indian Software Industry 
According to leading global business intelligence analysts, the 
offshore outsourcing market, still in a nascent stage, is expected to 
witness substantial growth over the next few years. Only 3-4 percent 
of the Fortune 500 companies offshore more than 10 percent of their IT 
services spending. Considering the mammoth IT budgets of these 
companies, there is a vast untapped potential that the segment offers 
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Indian software and services vendors. Industry watchers are hopeful 
that industry pricing will remain relatively stable over the near-to-
intermediate term and that Indian services firms may even be able to 
raise prices. Supply side factors indicate that India will continue to 
have a significant pool of "tech-ready" and "tech-trainable" students 
over the next few years. 
It is expected that over the next few years, Indian software and 
services companies will adopt a global delivery model based on four 
components: onshore (same country as client); on-site (at the client 
site), nearshore (country near to client country) and offshore (based in 
India). 
6] Conclusion 
India has become one of the most favoured destinations for 
sourcing software and IT enabled services, achieving an export value 
of US$ 12.5 billion in 2003-04. India in comparison to other locations 
ranks high in several critical parameters including, level of 
government support, quality of the labor pool, english language skills, 
cost advantages, project management skills and over-all quality 
control. Additionally, a favorable time zone difference with North 
America and Europe helps organizations achieve 24x7 internal 
operations and customer service. 
India's strengths for attracting foreign equity investment include 
highly skilled, abundant labor pool and market-driven education 
system, labor cost advantages, process and quality focus. A large 
number of companies have received SEl-CMM Level 5 certifications, 
project management and complex project execution skills and 
experience and entrepreneurial culture. Indian diasporas and strong 
customer relationships, friendly government policies for IT exports 
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have innumerable prospective promises for the growth and 
development of Indian IT, and especially Indian Software Industry. 
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Chapter 5 
Global Equity Participation In Indian Software 
Industry Under Liberalization Policy 
1] Introduction 
The preceding chapter rendered a detailed account in respect of 
global equity participation in India through direct investment and 
portfolio investment after the initiation of the reform process since July 
1991. The chapter appraised the performance of foreign equity 
investment and portfolio investment in software industry for the last 
14 years. The present chapter is planned to take a perspective analysis 
of global equity participation in Indian software industry under 
liberalization policy. 
As a matter of fact the advancement of software industry has a 
profound impact on the country's economy and the quality of human 
life. The convergence of computers, communication and content have 
created tremendous opportunity as well as challenges for foreign and 
domestic investors. The software revolution has opened new vistas of 
economic and social transformation from, which both the developed 
and the developing countries can potentially benefit. In the last one 
decade the software industry in India has shown a tremendous 
growth, which is far greater than any other sectors of the economy. 
The following paragraphs presents the perspective analysis of global 
equity participation in Indian software industry through; Foreign 
Direct Investment, Joint Ventures and Subsidiaries, Transfer of 
Technology, Mergers and Acquisitions and Foreign Services is 
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presented in detail in order to know the extent of foreign equity 
participation in the post liberalization era. 
2] Global Equity In Terms of Foreign Direct Investment in 
Indian Software Industry: 
a] Foreign Equity in Electrical Equipment Industry Comprising 
IT Industry and Software Industry 
Before evaluating the global equity in terms of FDl in software 
sector a peep in the total electrical equipment industry in terms of 
global equity through FDI is substantive for discernment of the exact 
contribution of software industry in the electrical equipment industry 
as a whole. 
Table 1 shows global equity in terms of FDI in the country as a 
whole and global equity in terms of FDI in electrical equipment 
industry from 1991-92 to 2003-04. Table also reveals the share of 
electrical equipment industry in country's total global equity through 
foreign direct investment. Table further shows growth percent of 
global equity in the country and growth percent of global equity in 
electronic industry. It is discernible from the table that the inflow of 
global equity, from 1991-92, has shown an upward trend in terms of 
US $ million till 1997-98, as in 1991-92 it was US $ 129 million which 
increased to US $ 315 million in 1992-93 and in 1993-94 it further grew 
to US $ 589 million. In the successive year, it continued to witness 
upsurge trend except 1998-99 where inflow of global equity declined 
to US $ 2462 million. The reason for this downward trend is attributed 
to the South-East Asian financial crises. The inflow of foreign equity 
further dipped down during the next year i.e in 1999-2000 with US $ 
2155 million. This decreasing trend in inflow of global equity is 
attributed to the recessionary phase which engulfed the whole of the 
economic market.^ However, from the year 2000-01, inflow of global 
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equity has appeared to have revived with US $ 2339 million and 
remained upbeat in the next year too with US $ 4741 million. But the 
next couple of years of the study witnessed declining trend. 
It is further discernible from the table that from 1991-92 the 
amount of global equity in electronic industry has registered an 
increasing trend for consecutive three years; as on 1991-92 it was US $ 
25.5 million which rose to US $ 32.8 million in 1992-93 with a growth 
rate of 30.16 percent and reached up to US $ 57.1 million in 1993-94 
with 74.08 growth percent. In 1994-95 it slightly fell down to US $ 56.4 
million showing a negative growth rate of -1.22 percent. In the next 
year, 1995-96, the foreign equity in electrical equipment industry rose 
by 129.78 percent and reached up to an amount of US $ 129.6 million. 
In 1996-97 it furthermore increased to US $ 153.6 million with a growth 
percent of 18.51 and kept on increasing to US $ 644.6 million. In 1997-
98. The growth pace of equity flow in the year 1997-98 was 319.66 
percent. However, in 1998-99 it declined to US $ 228.3 million and thus 
showed negative growth rate by -64.58 percent. The remaining years 
under the study witnessed wavering trend inflow of global equity in 
the electrical equipmwnt industry. The share of global equity through 
foreign direct investment in electrical equipment industry never went 
up more than 20 percent in the overall decade of nineties but after 
1999-2000 its share increased and set the figure in 30's in terms of 
percentage.This industry has nevertheless remained upbeat in 
attracting more and more multinationals due to country's vast market 
size and non-competitive domestic companies. 
The average global equity poured into the country amounted to 
US $ 2263.23 million whereas the average amount of global equity in 
electrical equipment industry amounted to US $ 463.57 million but the 
average annual growth rate of the country is 42.63 while average 
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annual growth rate of electrical equipment industry is 73.58 showing a 
better rate of growth in electrical equipment industry during the 
referred period. 
Figure: 1 
Global Equity in Indian Economy and Global Equity in Electrical 
Equipment Industry 
1991-92 "2003-04 
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Figure 1 is a bar diagram showing the trend of global equity in 
Indian economy and global equity in electrical equipment industry 
during the period under reference. The bricked bars are depicting the 
amount of global equity in Indian economy whereas the plain bars are 
portraying the amount of global equity in electrical equipment 
industry. It is clearly discernible with the increasing height of bars, 
that the amount of global equity is soaring in Indian economy and in 
electrical equipment industry for the period under reference. 
Table 2 is a statement showing global equity in terms of FDI in 
electrical equipment industry and global equity in terms of FDI in 
information technology industry from 1991-92 to 2003-04. The table 
also exhibits the percentage share of global equity participation in IT 
industry and in total electrical equipment industry. The foreign equity 
investment in IT industry stood at U.S.$ 1.44 million in 1991-92, which 
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increased to US $ 3.81 million in 1992-93 and further went up to US $ 
7.33 million in 1993-94. After that it has increased consistently till 1997-
98 and reached up to the figure of US $ 64.74 million. But it slightly 
decreased in 1998-99 to US $ 53.67 million. In the year 1999-2000 
Information Technology again revived its contribution in country's 
global equity with an amount of US $ 126.71 million and US $ 155.31 
million in 2000-01. It has touched the highest amount of US $ 291.57 
million during 2001-02 but then again declined to US $ 218.48 million 
in 2003-04. 
The percentage share of IT in total electrical equipment industry 
has registered an upward trend for the last decade. The reason 
attributed to this, is the diversion of concentration of government 
toward this sector which resulted in the establishment of a separate 
Information Technology Ministry. The percentage share of global 
equity participation in IT industry in total electrical equipment 
industry stood at 23.50 percent in 1998-99 but due to the installation of 
National Task Force by the Government of India, it substantially 
improved to reach 73.67 percent in 1999-2000. 
The average amount from the total electrical equipment 
industry in the last 14 years amounted to US $ 463.57 million whereas 
the average amount from information technology industry stood at US 
$ 97.24 million for the referred period. The average annual growth rate 
of total electrical equipment industry works out to be 73.58 percent but 
the AAGR of IT industry is 65.28 percent for the reviewed span of 
time. 
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Table 3 is a statement showing global equity in electrical 
equipment industry and software industry from 1991-92 to 2003-04. It 
is discernible from the table that with the increase in the total amount 
of global equity in electrical equipment industry the amount of global 
equity in software industry is also increasing and thus its share in total 
electrical equipment industry is also substantial. If the growth rate of 
total electrical equipment industry is compared with the growth rate 
of software industry then it is seen that software industry is 
performing very well despite the fluctuating performance of electrical 
equipment industry. The average amount of global equity from the 
electrical equipment industry is US $463.57 million whereas the 
average amount of global equity in software is US $88.27 million. The 
coefficient of variance is proving that the amount of global equity in 
software industry has better consistency than the amount of total 
global equity in electrical equipment industry for the referred period. 
3] Inflow Of Foreign Equity Investment In Information 
Technology Industry Since Liberalization 
In 1990's there was a worst economic crises faced by Indian 
economy because of the large deficit in India's balance of payment 
(BoP) and contraction in foreign exchange reserve.^ In June 1991, a new 
government of congress under the then Prime Minister 
Mr. P.V.Narasimha Rao came into power. The Minister of Finance, 
then, was a conspicuous Dr. Manmohan Singh. He initiated a 
programme of macro-economic stabilization and sectoral adjustment 
to achieve a globalized trade regime. For that he moved to liberalize 
the Indian economy by abolishing import licensing and tariff rate 
comparing to 
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other developing countries.^ The hberalization process which was 
initiated in July 1991 resulted in substantial inflow of foreign equity 
investment in the country. 
Table 4 gives an account with regard to the total global equity 
inflow in the country and global equity inflow in information technology 
industry from 1991-92 to 2003-04. From the table it can be seen that 
inspite of the huge inflow of foreign equity investment in the country in 
the post liberalization period, the share of Information Technology in 
total inflow of foreign investment is very meager. It was only 1.12 percent 
in 1991-92, which slightly increased to 1.21 percent in 1992-93 and a bit 
with 1.25 percent in 1993-94, and 1.52 percent in 1994-95. Although, the 
table indicates that the percentage of IT in total global equity keeps on 
mounting with a percentage of 1.67 in 1995-96 and 1.96 percent in 1996-97 
respectively, but it can be inferred that the share of IT industry in total 
foreign investment remains below 2 percent till 1997-98. However, 
percentage share of IT in total inflow of global equity has touched 2.18 
percent in 1998-99, 5.88 percent in 1999-2000 and again increased to 6.58 
percent in 2003-04. In spite of the fact that the share of Information 
Technology in total foreign equity investment has been found to be 
increasing, yet when compared to other sectors of the economy it 
somewhat appears to be paltry assuming the ever-increasing significance 
of Information Technology in the global context. The low share of IT in 
total global equity is mainly due to the lack of attractive projects, lack of 
suitable partners, long procedural formalities and ambiguous 
government policies. 
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Table - 4 
Statement Showing Global Equity In indian 
Economy and Global Equity in IT 
(1991-92- 2003-04) 
(US $ million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C.V % 
AAGR 
Global 
Equity in 
Indian 
Economy 
129 
315 
589 
1314 
2144 
2821 
3557 
2462 
2155 
2339 
4741 
3539 
3320 
2263.23 
1384.57 
61.18 
Global 
Equity in 
IT 
1.44 
3.81 
7.33 
19.97 
35.8 
55.29 
64.74 
53.67 
126.71 
155.31 
291.57 
230.03 
218.48 
97.24 
97.80 
100.57 
% Share in 
Global Equity 
in Indian 
Economy 
1.12 
1.21 
1.25 
1.52 
1.67 
1.96 
1.82 
2.18 
5.88 
6.64 
6.15 
6.50 
6.58 
3.42 
2.43 
71.05 
Growth 
Global Equity 
in IT Industry 
% 
-
164.58 
92.38 
172.44 
79.27 
54.44 
17.09 
-17.09 
136.09 
22.57 
87.73 
-21.10 
-5.02 
65.28 
Source: Compiled and Computed by the Research Scholar from the Data 
Avadable on Web Portal of Ministry of Finance and Ministry of Commerce 
and Industry, Government of India, Nezo Delhi. 
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During 1999-2000 and 2000-01 government initiated many liberal policies 
to attract more and more foreign investment in information technology 
sector. Government has also accorded concession and established a 
number of Software Technology Parks (STP) so that the benefits of 
globalization can be easily reaped by the Indian information technology 
industry.4 
Table 5 presents a statement on total foreign equity investment 
inflows in the information technology and in software and hardware 
sectors of the industry. It is observable from the table that the larger part 
of foreign equity investment in information technology industry is 
through the software sector. It amounted to US $1.42 million in 1991-92 
with a percentage share of 98.21 percent of total foreign equity 
investment in IT. 
On the other hand foreign equity investment in hardware is just 
1.79 percent with US $ 0.03 million in 1991-92. From the tabular analysis, 
it is clearly evident that the software industry has performed better than 
the hardware in attracting foreign equity investment during the referred 
period. The average of foreign equity investment in software and 
hardware shows that software share never fell below 80's in any year and 
hardware never went up more than 9 in any year of the reviewed period. 
The coefficient of variance further shows that software sector has more 
consistency than hardware sector in attracting foreign equity investment 
in information technology industry. 
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Figure: 2 
Global Equity Inflows in IT industry by Software Industry 
and Hardware Industry 
0 Global Equity in Software Industry • Global Equity in Hardware 
Source Table 5 
Figure 2 is a bar diagram showing graphically the share of Indian 
Software Industry and Indian Hardware Industry in global equity 
Inflows in Indian information technology industry from 1991-92 to 2003-
04. The length of the bars is the total amount of global equity in Indian 
information technology industry and the lining portion of the bars is 
assumed as the amount contributed by software industry in global equity 
in IT industry whereas the black part of the bars is the amount 
contributed by Hardware sector of IT industry during the reviewed 
period. 
4] Inflow of Foreign Equity Investment in Software Industry 
Table 6 presents a statement on total foreign equity mvestment m 
software mdustry during 1991-2005. It is perceived from the table that 
global equity in software industry has registered a heartenmg 
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performance in information technology industry. It accounted for US $ 
1.42 million during 1991-92 which increased to US $225.40 million in 
2002-03, however it declined a bit in 2003-04 with US $ 214.14 million. 
Table - 6 
Foreign Equity Investment In Indian Software Industry 
(1991-92- 2003-04) 
(US $ million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Mean 
o 
AAGR 
Amount 
1.42 
3.57 
7.09 
19.45 
34.09 
52.75 
56.74 
44.32 
107.75 
130.98 
249.81 
225.40 
214.14 
270.06 
88.27 
89.49 
Growth % 
-
151.41 
98.6 
174.33 
75.27 
54.74 
7.56 
-21.89 
143.12 
21.56 
90.72 
-9.77 
-4.99 
26.11 
62.05 
Source: Compiled and Computed by the Research Scholar from Data Available on Web 
Portal of Ministry of Information Technology, Ministry of Finance and Ministry of 
Commerce and Industry, and Various issues of SIA News letters, Department of 
Industrial Policy and Promotion, Government of India, Nezv Delhi 
Growth rate of global equity in software in terms of percentage has 
shown a wavering trend but the average annual growth rate is not that 
bad with 62.05 percent for the period under reference. 
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Figure: 3 
Global Equity in Software Industry 
Year 
-Global Equity in Software Industry 
Source: Table 6 
Figure 3 is a line graph showing the upward trend of global equity 
participation in Indian software industry from 1991-92 to 2004-05. The 
graph clearly depicts the increasing amount of global equity in terms of 
FDI in software industry in India during the period under reference. 
Table 7 is a statement showing total foreign equity investment 
inflows in Information Technology and the share of software in IT during 
the period 1991-92 - 2003-04. Table indicates that from 1991-92 to 2003-04 
major part of global equity in IT is the contribution of software industry. 
Its percentage in total IT global equity is never less than 80 in any 
reviewed year. In 1992-93 the total share of software in IT is the highest 
98.80 percent and just 1.2 percent is through other sources. Same is in 
year 2003-04 which registered 98.01 percent share of software industry in 
total global equity and just 1.99 percent of global equity in IT is through 
other sources. All other years under reference are having ample 
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proportion of foreign direct equity through software in information 
technology industry. 
Table - 7 
Statement Showing Global Equity Inflows In IT and Global Equity 
Inflows In Software 
(1991-92- 2003-04) 
(US $ million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C.V % 
Global Equity 
in IT 
1.44 
3.81 
7.33 
19.97 
35.8 
55.29 
64.74 
53.67 
126.71 
155.31 
291.57 
230.03 
218.48 
97.24 
97.80 
100.57 
Global Equity 
in Software 
1.42 
3.57 
7.09 
19.45 
34.09 
52.75 
56.74 
44.32 
107.75 
130.98 
249.81 
225.40 
214.14 
88.27 
89.49 
101.38 
% Share in 
Global Equity in 
IT 
98.21 
98.80 
96.80 
97.37 
95.21 
95.41 
87.65 
82.57 
85.03 
84.34 
85.68 
97.98 
98.01 
92.54 
6.33 
6.84 
Source: Compiled and Computed by the Research Scholar from Data Available on Web 
Portal of Ministry of Information Technology, Ministry of Finance and Ministry of 
Commerce and Industry, and Various SIA News letters, Department of Industrial 
Policy and Promotion, Government of India, New Delhi 
Table 8 is designed to compare foreign equity investment in 
software with total foreign investment in the country during the period 
1991-92 - 2003-04. It is discernable from the table that percentages share of 
software global equity in total global equity of the country records an 
upward trend for sequential six years. It stood with 1.1 % in 1991-92 
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which increased to 1.13 percent in 1992-93. It further rose to 1.2 percent in 
1993-94 and 1.48 percent in 1994-95. But 1997-98 has a slight regress in 
percentage share with 1.6 percent. From 1998-99 software sector has 
mended its performance registering 1.8 percent in total global equity. The 
share of software kept on increasing with 5.6 percent in 2000-01 and 5.27 
percent in 2001-02. The remaining couple of years witnessed 
magnanimous percentage of total global equity in terms of FDI with 6.4 
percent and 6.45 percent respectively. 
Table - 8 
Statement Showing Global Equity Inflows in Indian Economyand 
Global Equity Inflows in Software Industry 
(1991-92- 2003-04) 
(US $ million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C.V % 
Global 
Equity in 
Indian 
Economy 
129 
315 
589 
1314 
2144 
2821 
3557 
2462 
2155 
2339 
4741 
3539 
3320 
2263.23 
1384.57 
61.18 
Global Equity in 
Software Industry 
1.42 
3.57 
7.09 
19.45 
34.09 
52.75 
56.74 
44.32 
10775 
130.98 
249.81 
225.40 
214.14 
88.27 
89.49 
101.38 
% Sh-re of Global 
Equity of Software 
Industry in Global 
Equity of Indian 
Economy 
1.1 
1.13 
1.2 
1.48 
1.59 
1.9 
1.6 
1.8 
5 
5.6 
5.27 
6.4 
6.45 
3.9 
6.46 
165.64 
Source Compiled and Computed by the Research Scholar from Data Avadahle on 
Web Portal of Mimstn/ of Infommtwn Technology, Mimstnf of Finance and 
Ministry of Commerce and Industry, and Various SIA Nezos letters. Department of 
Industrial Policy and Promotion, Government of India, Nezv Delhi 
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5] Global Equity in Indian Software Industry in Arrangements of: 
a] Joint Ventures And Subsidiaries 
For studying the performance of Joint Ventures and subsidiaries in 
Indian software industry, the exemplification of top 4 software industries 
of the country have been undertaken as sample. The reason behind such 
sampling is the unavailability of catalogued statistics on Joint Ventures 
and subsidiaries in Indian software industry as a whole. The industries 
taken into consideration are Tata Consulatncy Service Ltd [TCS], Infosys 
Technologies Ltd, Wipro Technologies and Satyam Computer Services 
Ltd. 
The objective attributed for sampled selection of these companies, 
commonly known as Big Software Giants^, is that they contribute about 
30 percent of total revenue of software sector of the country. Therefore, 
their figures, related to Joint Ventures and Subsidiaries of companies, can 
give an idea of contribution of Joint Ventures and Subsidiaries in 
software sector of the country. 
TATA CONSULTANCY SERVICES LIMITED ( T C S ) : 
Tata Consultancy Services Limited (TCS) is the world-leading 
information technology consulting, services, and business process 
outsourcing organization that envisioned and pioneered the adoption of 
the flexible global business practices. The company commenced 
operations in 1968. Now, with a presence in 34 countries across 5 
continents, & a comprehensive range of services across diverse industries, 
TCS is one of the world's leading Information Technology companies. 
Seven of the Fortune Top 10 companies are among its valued customers.^ 
About twenty-nine subsidiaries joint ventures and associates of 
Tata Consultancies Limited, there are eleven such joint ventures and 
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subsidiary companies which have foreign equity participation along with 
TCS (Table - 9). These are CMC Limited, AP Online Limited, WTI 
Advanced Technology Limited, TCS Argentina S.A, TCS Brazil S/C Ltda, 
Tata Consultancy Services De Mexico S.A De.C.V, TCS Inversiones Chile 
Limitada, Tata Consultancy Services De Espana S.A., Tata Consultancy 
Services Do Brasil S.A., Tata Consultancy Services Chile S.A., Conscripti 
(Pty) Limited, Intelenet Global Services Limited. 
Table - 9 
Statement Showing Joint Ventures and Subsidiaries Of TCS 
Sr. 
No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
Company's Name 
CMC Limited 
AP Online Limited 
WTI Advanced Technology 
Limited 
TCS Argentina S.A 
TCS Brazil S/C Ltda 
Tata Consultancy Services De 
Mexico S.A De.C.V 
TCS Inversiones Chile Limitada 
Tata Consultancy Services De 
Espana S.A. 
Tata Consultancy Services Do 
Brasil S.A. 
Tata Consultancy Services Chile 
S.A. 
Intelenet Global Services 
Limited 
TCS Stake 
(%) 
51.20 
89.00 
96.31 
99.00 
99.99 
99.00 
99.99 
99.00 
51 
51 
50 
Foreign 
Company's 
Stake (%) 
48.80 
11 
3.69 
1 
0.01 
1 
0.01 
1 
49 
49 
50 
Source: Compiled and Computed by the Research Scholar from Various Anmial Reports 
of TCS Ltd. 
Among these eleven subsidiaries and joint ventures, eight of them 
are acquired on April 1 2004. These are AP Online Limited, TCS 
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Argentina S.A, TCS Brazil S/C Ltda, Tata Consultancy Services De 
Mexico S.A De.C.V, TCS Inversiones Chile Limitada, Tata Consultancy 
Services De Espana S.A., Tata Consultancy Services Do Brasil S.A., Tata 
Consultancy Services Chile S.A. As for the remaining three companies, 
Intelenet Global Services Limited was sold on July 22, 2004. 
CMC was incorporated on December 26, 1975, as the 'Computer 
Maintenance Corporation Private Limited'. The Government of India 
held 100 per cent of the equity share capital. On August 19, 1977, it was 
converted into a public limited company. To reflect its diversified 
business activities, it was renamed as 'CMC Limited', and obtained a 
fresh certificate of incorporation dated August 27, 1984. In 2001, the 
government divested 51 per cent of CMC's equity to Tata Sons Ltd, 
through a strategic sale, and CMC became a part of the Tata group. In 
2004, the government divested its remaining 26.5 per cent stake in CMC 
to the public.'^ 
WTI was incorporated in 1987 by Westinghouse Electric 
Corporation, USA, the world-leader in automation and high-tech 
solutions, the TATAs, India's number one business group, and 
International Finance Corporation (IPC), USA. Having its corporate 
headquarters in Chennai, India, WTI has a vast network of associate 
offices all over India and overseas. With its large team of qualified and 
trained professionals and the requisite infrastructure, WTI can handle the 
most challenging assignments in the areas of Geospatial Information 
Management, Engineering Services and Data Conversion.^ 
INFOSYS TECHNOLOGIES LIMITED: 
Infosys Technologies Ltd. (NASDAQ: INFY) provides consulting 
and IT services to clients globally - as partners to conceptualize and 
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realize technology driven business transformation initiatives. With over 
46,000 employees worldwide, infosys use a low-risk Global Delivery 
Model (GDM) to accelerate schedules with a high degree of time and cost 
predictability. 
As one of the pioneers in strategic offshore outsourcing of software 
services, Infosys has leveraged the global trend of offshore outsourcing. 
Infosys provides end-to-end business solutions that leverage 
technology. It provide solutions for a dynamic environment where 
business and technology strategies converge. The company works with 
large global corporations and new generation technology companies. 
Among various sjoint ventures and subsidiaries, progeon limited is 
one of the infosys subsidiary which have foreign equity participation 
from the year 2005.' 
Progeon Limited: 
The Company was incorporated on April 3, 2002 to provide 
business process management services to organizations that outsource 
their business processes. The company is a majority owned and 
controlled subsidiary of Infosys Technologies Limited with equity 
participation from Citicorp International Finance Corporation.^^ 
During the year 2002-03, the company invested an amount of Rs. 
12.25 crores in 1,22,49,993 equity shares of Rs.lO/- each, fully paid, par 
value of Rs.lO/- each.ii 
During the year 2003-04, the company invested an additional 
amount of Rs. 12.25 crore in 1,22,50,000 equity shares of Rs. 10 each , fully 
paid, par value to Rs 10/- each. Pursuant to this the total investment by 
the company as of March 31 2004 is 24.50 crore.i^ 
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Table -10 
Statement showing Percentage Share of Infosys Technologies Ltd and 
Citicorp International Finance Corporation in Progeon Ltd 
(2002-03 - 2004-04) 
Year 
2002-03 
2003-04 
2004-05 
Infosys Technologies 
Limited 
Stake (%) 
100 
100 
99.54 
Citicorp International 
Finance Corporation Stake 
(%) 
-
0.46 
Source: Compiled and Computed by the Research Scholar from Various Annual 
Reports oflnfosys Limited. 
WiPRO TECHNOLOGIES LIMITED: 
Wipro Limited was incorporated in 1945. It was initially engaged in 
the manufacture of hydrogenated vegetable oil. Over the years, wipro 
have diversified into the areas of Information Technology or IT services, 
IT products and Consumer Care & Lighting Products. Wipro's 
headquartered in Bangalore, India and have operations in North 
America, Europe and Asia.i^ 
Among seventeen joint venture and subsidiary companies, there 
are only four companies in which wipro have foreign equity 
participation. The companies are Wipro Fluid Power Limited, Wipro GE 
Medical Systems Limited, and WeP peripherals Limited. 
a. Wipro Fluid Power 
Wipro Limited, in resolution approved by its Board of Directors on 
March 11, 2002, approved the spin-off of the Wipro Fluid Power business 
unit into a subsidiary company effective March 1, 2002, subject to 
shareholder approval. The company also announced that it had reached 
an agreement to purchase the equity interest in Netkracker Limited for a 
total consideration of Rs 30 million and contingency consideration. 
18/ 
Consequent to the purchase of equity interest, Netcracker became a 
subsidiary of Wipro Limited. The Fluid Power business unit and 
Netkracker was combined and renamed as Wipro Fluid Power Limited. 
Table -11 
Statement Showing Percentage share of Wipro Technologies Ltd and 
Year 
2002-03 
2003-04 
2004-05 
Netkracker Ltd in Wirpro Fluid Power Ltd 
(2002-03 - 2004-05) 
Wipro Technologies 
Limited 
Stake (%) 
79 
98 
98 
Netkracker Limited 
Stake (%) 
21 
2 
2 
Source: Compiled and Computed by the Research Scholar from Various 
Annual Reports of Wipro Limited. 
b. Wipro GE Medical Systems Limited 
In 1990, Wipro formed a joint venture with General Electric called 
Wipro GE Medical Systems Limited to learn new technologies and 
management processes from world class companies like General Electric 
and to enter new markets. General Electric currently holds 51% of the 
equity in the joint venture and wipro hold 49%. The joint venture 
partners have equal representation on the board of directors and the 
chairman of the joint venture is the chairman of Wipro Limited. The joint 
venture provides customers in South Asian markets after sales services 
for all GE Medical Systems products sold to them. This venture also 
leverages wipro's strength in software development to develop 
embedded software for medical equipment designed and developed by 
General Electric for their global product portfolio. Wipro main 
competitors include Siemens and Philips.i-'' 
Table - 1 2 
Statement Showing Percentage share of Wipro Technologies Ltd 
General electrical Ltd in Wirpro GE Medical System Ltd 
(2000-01 - 2004-05) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Wipro Limited 
Stake (%) 
49 
49 
49 
49 
49 
General Electric Limited 
Stake (%) 
51 
51 
51 
51 
51 
Source: Compiled and Computed by the Research Scholar from Various Annual 
Reports of Wipro Limited. 
The Company has accounted for its 49% interest in Wipro GE by 
the equity method. The carrying value of the investment in Wipro GE as 
of March 31, 2004 and 2005, was Rs. 456.46 and Rs. 582.41, respectively. 
The Company's equity in the income/(losses) of Wipro GE for years 
ended March 31, 2003, 2004 and 2005 was (Rs. 371.25), Rs. 55.86 and Rs. 
125.95, respectively.^^ 
c. WeP Peripherals Limited 
WeP Peripherals Limited (WeP) came to existence in September 
2000. WeP Peripherals Ltd is one of the largest employee owned 
company in the country, providing IT peripherals products, IT 
peripherals solutions and printing services. Prior to September 2000 WeP 
was the peripherals systems division of Wipro Infotech and was engaged 
in the manufacturing and distribution of digital printers.^^ 
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Table - 1 3 
Statement Showing Percentage share of Wipro Technologies Ltd and 
NewCo Ltd in WeP Peripherals Ltd 
(2000-01 - 2004-05) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Wipro Limited 
Stake (%) 
38.7 
33.8 
33.8 
49 
37.72 
NewCo Ltd Stake (%ss) 
61.3 
66.2 
66.2 
51 
62.28 
Source: Compiled and Computed by the Research Scholar from Various Annual 
Reports of Wipro Limited. 
The Company has accounted for its 40.5% and 37.7% interest as of 
March 31, 2004 and 2005, respectively in WeP Peripherals by the equity 
method. The carrying value of the equity investment in WeP Peripherals 
as of March 31, 2004 and 2005, was Rs. 163.10 and Rs. 186.83 respectively. 
The Company's equity in the income of WeP Peripherals for the years 
ended March 31, 2003, 2004 and 2005 was Rs. 16.00, Rs. 40.13 and Rs. 
32.13 respectively. During the years ended March 31, 2003, 2004 and 2005 
the Company received dividends of Rs. Nil, Rs. 10.50 and Rs. 8.40, 
respectively from WeP Peripherals.^^ 
SATYAM COMPUTER SERVICES LIMITED: 
Satyam Computer Services Ltd. (NYSE: "SAY") is a leading global 
consulting and IT services company, offering a wide array of solutions 
customized for a range of key verticals and horizontals. From strategy 
consulting right through to implementing IT solutions for customers, 
Satyam straddles the entire IT space. As a diverse end-to-end IT solutions 
provider, Satyam offers a range of expertise aimed at helping customers 
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re-engineer and re-invent their businesses to compete successfully in an 
ever-changing marketplace. 
Satyam's network spans 53 countries, across 6 continents. Over 
22,000 dedicated and highly skilled IT professionals, work in 
development centers in India, the USA, the UK, the UAE, Canada, 
Hungary, Singapore, Malaysia, China, Japan and Australia and serve 
over 429 global companies, including over 149 Fortune 500 corporatioris. 
The company have strategic technology and marketing alliances with 
over 50 top-notch companies that help the company to provide end-to-
end services to satyam's customers. The company have developed a 
unique quality hallmark, called eSCM^M (eSourcing Capability Model), 
for IT Enabled Services (ITES), in collaboration with Carnegie Mellon 
University and Accenture. Satyam follow a specially developed Business 
Continuity Model (BCM), which allows it to continue mission critical 
operations of its customers, even in the most challenging of times. ^^  
Among various subsidiaries and joint ventures, at present, there 
are two such joint ventures in which satyam have foreign equity 
participation. These are CA Satyam ASP Pvt. Limited and Satyam 
Venture Engineering Services (P) Ltd. 
a. CA Satyam ASP Pvt. Limited: 
CA Satyam ASP Pvt Ltd is a 50:50 joint venture between Computer 
Associates International, Inc, USA and Satyam Computer Services, India. 
The company has been formed to cater to the burgeoning software 
services market in India, which is estimated to grow to approximately 
around $80 billion by 2008 according to Nasscom.^o 
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Table -14 
Statement Showing Percentage share of Satyam Computer System Ltd 
and Computer Associates International, Inc in CA Satyam ASP Pvt Ltd 
(2002-03 - 2004-05) 
Year 
2002-03 
2003-04 
2004-05 
Source: Compiled 
Reports ofWipro 
Satyam Computer 
System Limited 
Stake (%) 
50 
50 
50 
Computer Associates 
International, Inc 
Stake (%) 
50 
50 
50 
f and Computed by the Research Scholar from Various Annual 
Limited. 
It recorded revenue of Rs 368.60 lakhs for the year ended March 31, 
2003. In the same year, it commenced the vehicle registration automation 
project for the Gujrat State Government, which is a significant project for 
the company's future growth in company's e-Govemance services.21 The 
company recorded revenue of Rs. 396.97 lakhs and a net loss of Rs. 115.49 
lakhs for the year ended March 31, 2004^2 and on March 31st 2005 it 
earned revenue of Rs 4.21 crore (US $0.9 million) crore and a net profit of 
1.04 crore (US $ 0.2 million).^ 
b. Satyam Ventiu-e Engineering Services (P) Ltd: 
Satyam-Venture Engineering Services is a 50:50 joint venture with 
Venture Global Engineering LLC, US incorporated in January 2000. With 
sales and marketing offices located in United States, UK, Germany, Japan, 
Australia, and Canada SatVen is a global player in the Engineering 
Services Sector focused on the Automotive Industry.^* 
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Table-15 
Statement Showing Percentage share of Satyam Computer System Ltd 
and Venture Global Engineering LLC in Satyam Ventixre Engineering 
Services (P) Ltd 
(2002-03 -2003-04) 
Year 
2002-03 
2003-04 
2004-05 
Satyam 
Computer System 
Limited 
Stake (%) 
50 
50 
50 
Venture Global Engineering 
LLC 
Stake (%) 
50 
50 
50 
Source: Compiled and Computed by the Research Scholar from Various Annual 
Reports ofWipro Limited. 
Satyam Venture Engineering Services (P) Ltd has grown to 271 
professionals as on March 31, 2003. During the same year, SVES 
completed about 765 projects and added many new customers. SVES has 
received certification of ISO 9001:2000 from BVQI.25 During 2004, Satyam 
Venture added 16 customers and set up an Indian Design Center for one 
of its major customers. The JV has embarked on journey of six sigma 
methodology to further achieve process excellence.26 On March 31st 2005 
it earned revenue of Rs54.6 (US $ 12.5 million) crore and a net profit of 7 
crore(US$1.6miIlion)27 
b] Transfer of Technology in Indian Software Industry: 
Table 16 is a statement showing transfer of technology in Indian 
software industry from the year 1998-99 to 2003-04. Table reveals that 
foreign investment through technology transfer does not contribute much 
in Indian software industry as it is through other sources like joint 
ventures and subsidiaries. 
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Table - 1 6 
Statement Showing Technology Transfer In Indian Software Industry 
(1998-99-2003-04) 
(US $ million) 
Year 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
CT 
C.V % 
AAGR 
Size of the Deal 
Rs Million 
4.05 
9 
2.25 
3.6 
2.7 
-18.9 
0.45 
9.78 
2173 
US $ Million 
0.09 
0.20 
0.05 
0.08 
0.06 
-0.42 
0.01 
0.21 
2100 
Growth % 
-
122.2 
-75 
60 
-25 
-800 
-143.56 
Source: Compiled and Computed by the Research Scholar from the 
Data Available from Web Portal of Ministry of Finance. 
In the year 1998-99 it stood at US $ 0.09 million which increased to US $ 0.20 
million in 1999-2000. In the year 2000-01 it declined to US $0.05 million but in 
next year i.e in 2001-02 it again rose to US $ 0.08 million. The years 2002-03 
and 2003-04 recorded a gloomy trend. The average inflow of foreign investment 
through transfer of technology amounts to US $ 0.21 million which is not a 
striking figure and attests that this particular source still needs government 
concentration for the betterment as its coefficient of variance is also proving its 
incompatiblity for attracting global equity in the country. 
In India every one bent on exploiting the new economy is devising 
their own blue print for creating and supporting technology ventures -
incubators, knowledge parks, science and technology transfer centers. 
Know-ledge enterprises, by their very definition, place a high premium 
on using cutting edge technologies to build unique, top-end value for 
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their businesses, and routinely cross-national borders in their search for 
such technologies. Today even major multinational corporations in the 
US and Europe, such as Mobil, General Electric, Du Pont and Boeing are 
becoming partners of India's R & D laboratories, e.g., the Council Of 
Scientific And Industrial Research (CSIR). These companies believe that 
the surest way of becoming technolologically strong is through 
knowledge networking with premier organizations across the world, 
wherever they are in advanced or emerging markets. Indian information 
technology industry, in general, have not been the leaders in technology 
innovation. Many other factors appear to have gone into making India's 
IT industry what it is today. There is global recognition for Indian 
software - for the quality of its products and its professionals. The 
success from Silicon Valley to South India has created a unique brand. 
The Internet today plays a critical role in facilitating business cooperation 
and collaboration. On-line modes of technology transfer have thus 
assumed far more significance than ever before. Internet portals are 
trying to bring about successful collaborations among companies and 
related organizations^^ 
Figure 4 is a bar diagram showing the fluctuating trend of the 
global equity participation in Indian software industry by way of 
Transfer of Technology from the year 1998-99 to 2003-04. The figure 
clearly depicts the ups and downs in the direct equity investment in the 
form of Transfer of Technology in the software industry for the period 
under reference. 
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c] Mergers and Acquisitions (M&As) in Indian Software Industry: 
Mergers and acquisitions (M&As), could become the way out for 
several mid-sized and small companies as the clones of the biggies get 
clobbered in a possible shakeout in India's IT industry. 
The upswing in the fortune? of the biggies like Wipro and Infosys 
— dramatically raising the graphs at stock exchanges — and the unlisted 
but biggest of them all TCS has not meant only crumbs for the mid-sized 
and small but focused, differentiated and experienced companies with 
domain expertise. But to survive comfortably in the global market of 
uncertainty, top executives of mid-sized and small companies have 
begun serious discussions on assessing each other's strengths and 
weaknesses, including the tricky issue of valuation, for mergers and 
acquisitions.^^ 
Table 17 is a statement to depict the Mergers and Acquisitions 
which took place in Indian software industry from 1998-99 to 2003-04. 
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Table -17 
Statement Showing Mergers And Acquisitions 
In Indian Software Industry 
(1998-99 - 2003-04) 
(US $ million) 
Year 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
CV % 
AAGR 
Size of the Deal 
334.62 
298.47 
575.32 
659.00 
195.20 
1031.70 
718.84 
532.65 
74.09 
Growth % 
-
-10.80 
92.76 
14.54 
-70.38 
428.53 
90.93 
Source: Compiled and Computed by the Research Scholar from the Data Available 
from Web Portal of nasscom.org and dqindia.com 
The table demonstrates that the amount contributed through 
Mergers and Acquisitions registers a fluctuating trend as it stood at US $ 
334.62 million in 1998-99 which droped to US $ 298.47 million in 1999-00. 
In 2000-01 it again rose to US $ 575.32 million and kept on registering 
increase up to US $ 659 million in 2001-02. In the year 2002-03 the inflow 
of foreign investment through Mergers and Acquisitions in software 
industry declined to US $195.20 million but again rose substantially and 
reached up to US $ 1031.70 million in 2003-04. The average amount of 
inflows through Mergers and Acquisitions in Indian software industry is 
US $ 718.84 percent and if it is to be compared with technology transfer in 
Ind ian software industry then coefficient of variance proves that merger 
and acquisitions have much more consistency in bringing foreign 
investment in India during the reviewed period. 
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Figure 5 is a three-dimensional line diagram depicting the trend in 
Mergers And Acquisitions in Indian software industry from 1998-99 to 
2003-04. The figure clearly portrays the remarkable growth of M & A in 
Indian software industry in the last couple of years. 
The past few years have seen a spate of Mergers and Acquisitions 
by Indian Information Technology companies. Whether it was the merger 
of Polaris with OrbiTech or Mphasis BFL's acquisition of a Chinese firm. 
Mergers and Acquisitions in Indian IT industry are here to stay and more 
are expected to follow in the near future. Companies have taken Mergers 
and Acquisitions for many reasons. Many companies have undertaken 
M&A to grow in size by adding manpower and to facilitate overall 
expansion. The Polaris-OrbiTech merger saw a spurt in the merged 
entity's revenues from $60 million to $125 million. The merger also added 
1,400 employees to Polaris, taking the total employee strength to 4,000. 
Similarly, for Bangalore-based vMoksha Technologies, the logic behind 
the acquisition of two US-based companies. Challenger Systems and X 
media, was to increase in size by widening its customer base. The 
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acquisition of China-based Navion software helped Mphasis BFL increase 
its employee strength by 85 people and expand its business in the region. 
In the same vein, Bangalore-based Mascot Systems' acquisition of US-
based ejiva and Hyderabad-based Aqua Regia enhanced the company's 
value proposition and made it globally competitive. With the acquisition 
of eJiva and Aqua Regia, the total employee strength of Mascot Systems 
increased from 1,700 to 2,000. 
One likely reason behind M&A has been to gain new customers. 
Polaris Software had six major customer wins after it acquired the 
Intellectual Property Rights (IPR) of OrbiTech's Orbi suite framework of 
banking solutions. vMoksha also saw a rise in the number of its 
customers (four new customers) due to acquisitions as it expanded 
considerably in the US market and leveraged on the existing customer 
base. Mphasis also added new customers in the Japanese and Chinese 
markets after the acquisition of Navion. The need for skill set 
enhancement seems to be a major reason for companies to merge and 
make new acquisitions. The Polaris-OrbiTech merger helped in 
combining skill sets of both companies, which in turn led to growth and 
expansion of the merged entity. While Polaris Software was looking for a 
specialised product suite, OrbiTech was looking forward to efficient 
marketing and service support for its products. Post-merger, Polaris got 
the Orbi suite framework and combined it with its service expertise to 
win more customers. After the merger, Polaris has become a large, 
specialised company in the banking, financial services and insurance 
(BFSI) space, offering solutions, products and transaction services. Polaris 
has had some recent post-merger wins, including ABN-AMRO Bank, 
Kuwait Commercial Bank and Deutsche Leasing. Wipro acquired GE 
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Medical Systems Information Techno-logy (India) to leverage its 
specialisation in the health science domain. The intellectual property that 
Wipro acquired from the medical systems software company provided it 
with a platform to expand its offerings in the Indian and the Asia-Pacific 
healthcare IT market. Similarly, when Wipro acquired the global energy 
practice of American Management System and the R&D divisions of 
Ericsson, it acquired skilled professionals and a strong customer base in 
the areas of energy consultancy and telecom R&D. vMoksha 
Technologies' acquisition of two US-based companies helped it to 
increase its size, and leverage on the expertise of the acquired companies. 
Likewise Bangalore-based Mascot Systems was benefited by the technical 
expertise of ejiva and Aqua Regia, the two companies it recently 
acquired. The acquisition also helped Mascot to extend its offerings 
through a portfolio of complementary services, technologies and skills. 
Many Indian companies have carried out acquisitions and mergers 
to expand their reach in international markets and to spread across 
different geographies. Mphasis BFL, through its acquisition of Navion 
software wants to expand its operations into the Chinese and Japanese 
markets. Similarly, vMoksha Techn-ologies after acquiring the two US-
based companies has cemented its base in the US market and plans 
further expansions from here. 
Many Indian software players see a rise in the number of mergers 
and acquisitions by Indian IT companies in the near future. A rise in the 
number of mergers and acquisitions by Indian IT companies is likely in 
the near future due to competition ushered in by the influx of MNC IT 
companies. In order to compete with global IT majors setting up base in 
India and to expand their global reach, more and more Tier-1 Indian IT 
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companies would have to acquire global Tier-2 IT companies. Similarly 
global Tier-l IT companies in order to penetrate deeper into the Indian 
market would look at Tier-2 Indian IT companies in the near future. 
vMoksha would always keep its options open for further acquisitions and 
would do so as and when it gets good opportunities. 
Many players feel that Indian IT companies look at M&As due to 
the size factor, the niche factor or for expanding their market reach . 
Many are also of the opinion that acquisitions help in the inorganic (and 
quicker) growth of the business of a company and the decision to acquire 
or grow organically depends on the business targets that the companies 
have set for themselves. Some feel that in today's competitive economic 
environment, size and focus are factors that matter for surviving the 
onslaught of competition. In this scenario, mergers and acquisitions have 
emerged as key growth drivers in the Indian software services landscape. 
Apart from this, the importance, size, pricing pressures and global 
companies consolidating and building offshore capabilities have made 
M&A relevant for Indian IT enterprises^ 
Mergers and acquisitions are primarily aimed at expanding a 
company's business and earning profits for it. Acquisitions bring in more 
customers and business, which in turn brings in more money for the 
companies thus helping in its overall expansion and growth. More and 
more companies will move towards acquisitions for a fast-paced growth. 
In a nutshell it can be said that mergers and acquisition is so vogue 
because of opportunity for growth, need for faster growth, access to 
capital and brand, gaining complementary strengths, acquire new 
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customers, need to enhance skill sets, expand into new areas, widen the 
portfolio of addressable market, meet end-to-end solution needs, 
d] Foreign Services: 
India, the world's largest democracy and home to nearly one billion 
people, is quietly but quickly emerging as a leader in the field of software 
engineering and web-based service. Among global leaders, India's name 
has become synonymous with software. Gone are the days when India 
was considered an ancient nation with antiquated offerings. India has 
clearly moved from being a land of snake charmers to mouse users. 
Today, the country is rubbing shoulders with the world's most advanced 
countries, in areas as sophisticated and state-of-the-art as software. 
India's software and e-commerce prowess in fact, is well known among 
the Western elite and earning the country extremely valuable foreign 
exchange. A World Bank funded study has confirmed that foreign 
vendors rated India as their number one choice for software 
outsourcing.^^ 
Table 18 takes into account the effect of foreign services in Indian 
software industry from 1998-99 to 2004-05. Table shows an increasing 
amount, in consecutive three years, for foreign services in the country. It 
shows an upward amount of US $ 3.39 million in 1998-99. In 1999-2000 it 
grew with 79.35 percent having an amount of US $6.08 million. It further 
increased to US $7.4 million in 2000-01 with a growth of 21.71 percent. In 
the year 2001-02, the share of foreign services declined to US $5.02 million 
and thus registered a negative growth rate of -32.16 percent. Although it 
improved itself with 91.24 percent and obtained an amount of US $ 9.6 
million. In the last couple of years i.e 2003-04 and 2004-05, the trend in 
foreign services was heartening with US $ 12.5 million and US $16.3 
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million respectively. The average amount of foreign investment in Indian 
software services stood at US $ 8.612857 for the referred period. 
Table -18 
Statement Showing Foreign Investment in Foreign Services in Software 
Industry 
(1998-99 to 2004-05) 
(US $ Million) 
Year 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Mean 
• 
AAGR 
Foreign investment 
3.39 
6.08 
7.4 
5.02 
9.6 
12.5 
16.3 
8.61 
4.53 
Growth % 
-
79.35 
21.71 
-32.16 
91.24 
30.20 
23.31 
35.60833 
Source: Coiiipiled and Computed by the Research Scholar from the Data Aimlable 
through nasscom.org and dqindia.com 
A spate of reforms —post-1991 have given impetus to the Indian 
economy, particularly to the software sector. As part of the reform 
agenda, the Indian Government has taken major steps to promote the 
software service, with a focus on software development for export; 
telecommunications policy reform; privatisation of the national long-
distance and mobile phone markets; and development of a more 
comprehensive approach to the industry. Although India's success is 
commanding increasing attention and investment, it has yet to result in 
the distribution of social and economic benefits across a broader base of 
the population. Challenges —including the perception of an unfavourable 
regulatory climate, an overloaded judicial system, poor infrastiucture 
203 
and costly access, the sector - remain. The emerging shift in government 
strategy, toward knowledge-intensive services, has created a climate 
more conducive to addressing enterprise, domestic infrastructure, 
education to meet development needs. 
6] Conclusions 
In information technology (IT), India has built up valuable brand 
equity in the global markets. In IT-enabled services (ITES), India has 
emerged as the most preferred destination for business process 
outsourcing (BPO), a key driver of growth for the software industry and 
the services sector. The armual growth rate of India's software industry 
has been consistently over 50 percent since 1991. No other Indian 
industry has performed so well against the global competition. 
To attract foreign equity investment, the government permitted 
foreign equity up to 100 percent and duty free import on all inputs. 
Government-created technology parks and also offered professional 
labour services to clients, a cost-effective program for India since software 
employees are so inexpensive by global standards. The foreign 
investment in Indian software industry in the form of joint ventures and 
subsidiaries is increasing day by day. As About twenty-nine subsidiaries 
joint ventures and associates of Tata Consultancies Limited, there are 
eleven such joint ventures and subsidiary companies which have foreign 
equity participation along with TCS. Among seventeen joint venture and 
subsidiary companies of Wipro Limited, there are four companies in 
which Wipro have foreign equity participation. And of Ifosys 
Technologies limited it has a subsidiary viz; Progeon Limited which has 
got foreign equity participation. In Satyam Computer Services Limited, 
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among various subsidiaries and joint ventures, at present, there are two 
such joint ventures in which satyam have foreign equity participation. 
The other favorite source of global equity participation in Indian 
software industry is by way of transfer of technology. Today even major 
multinational corporations in the US and Europe, such as Mobile, General 
Electric, Du Pont and Boeing are becoming partners of India's R & D 
laboratories, e.g., the Council Of Scientific And Industrial Research 
(CSIR). The amount contributed by way of transfer of technology In the 
year 1998-99 stood at US $ 0.09 million which rose to US $ 0.20 million in 
1999-2000. The success from Silicon Valley to South India has created a 
unique brand. The Internet today plays a critical role in facilitating 
business cooperation and collaboration. On-line modes of technology 
transfer have thus assumed far more significance than ever before. 
Internet portals are trying to bring about successful collaborations among 
companies and related organizations. 
Mergers and acquisitions (Ms&As), have also become the way out 
for several mid-sized and small companies as the clones of the biggies get 
clobbered in a possible shakeout in India's IT industry. The upswing in 
the fortunes of the biggies like Wipro and Infosys — dramatically raising 
the graphs at stock exchanges — and the unlisted but biggest of them all 
TCS has not meant only crumbs for the mid-sized and small but focused, 
differentiated and experienced companies with domain expertise. The 
amount contributed through mergers and acquisitions stood at US $ 
334.62 million, which rose to US $ 1031.70 million in 2003-04. The past 
few years have seen a spate of Mergers and Acquisitions by Indian 
software companies. Whether it was the merger of Polaris with OrbiTech 
or Mphasis BFL's acquisition of a Chinese firm. Mergers and Acquisitions 
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in Indian software industry are here to stay and more are expected to 
follow in the near future. 
India is quietly but quickly emerging as a leader in the field of 
software engineering and web-based service. Among global leaders, 
India's name has become synonymous with software services. India's 
software and e-commerce prowess in fact, is well known among the 
Western elite and eanung the country extremely valuable foreign 
exchange. Foreign services in Indian software industry in 1998-99 
amounted to US $ 3.39 million which reached US $ 16.3 million in the 
year 2004-05.A World Bank fimded study has confirmed that foreign 
vendors rated India as their number one choice for software outsourcing. 
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Chapter 6 
Testing of Hypotheses - Analysis and Interpretation 
1] Introduction 
In the previous chapter a comprehensive account was presented 
as regards global equity participation in Indian Software Industry 
under liberalization policy. The chapter took into account the global 
equity participation in terms of foreign direct investment in Electrical 
Equipment Industry, Information Technology Industry and Indian 
Software Industry. It also covered global equity participation in Indian 
Software Industry by way of foreign direct equity investment in the 
form of Joint Ventures, Subsidiaries, Transfer of Technology, Mergers 
and Acquisitions and Foreign Services. The present chapter is 
designed for testing of the hypotheses. The chapter is divided into five 
parts. First and second parts deal with the introduction and the 
hypotheses, which have been tested with the use of appropriate 
statistical tools such as Mean, Standard Deviation, Coefficient of 
Variation, Regression and the t-test. Third part presents threadbare 
analysis and interpretation of the hypotheses. Fourth part provides 
findings of the study and then the study is concluded in the last part. 
2] Hypotheses of The Study 
The study seeks to test the following hypotheses: 
Hoi - The study assumes that the increased amount of global 
equity participation in the form of FDI in Electrical 
Equipment Industry is not on account of contribution 
made by FDI inflows in IT sector especially in software 
sector in the post liberalization regime. On the contrarv. 
9oq 
the alternative hypothesis assumes that Foreign Equity 
Investment in Electrical Equipment Industry is mainly on 
account of contribution made by the foreign equity 
inflows in IT sector especially in software sector in the 
post liberalization regime. 
H02- The Indian Information Technology Industry has not 
attracted much global equity participation in the post 
liberalization era. Nevertheless, the alternative hypothesis 
suggests that Indian Information Technology Industry has 
been cynosure of global equity participation investors in 
the post liberalization period. 
H03 - It is assumed that the global equity participation flowing 
in the Information Technology Industry in the form of 
Foreign Direct Investment has not been contributed 
largely by Software Industry. However, the alternative 
hypothesis presumes that the Software Industry is the 
main itinerary of Information Technology Industry for 
attracting global equity participation in the form of 
Foreign Direct Investment in the country. 
H04 - The total global equity flows in the form of FDI in Indian 
economy is not largely on account of contribution made 
by the Information Technology Industry especially the 
Software Industry in the post liberalization era. The 
alternative hypotheses nevertheless supposes that in 
Indian economy information Technology Industry 
especially the Software Industry is the chief purveyor of 
global equity participation through FDI, in the post 
liberalization era. 
3] Analysis and Interpretation 
Table 1 - A furnishes an account of global equity participation in 
terms of foreign direct investment in electrical equipment industry and 
information technology industry from 1991-92 to 2003-04. The inflow 
of foreign equity investment in electrical equipment industry has 
registered an increasing trend up to 1997-98. Thereafter it has declined 
during the next two years. The reason for this decline is perhaps the 
cascading effect of Asian financial crises during 1997-98. However it is 
discernible further that inflow of global equity participation has again 
increased and has attained an increasing trend in the next two years, 
but further declined during 2002-03 and 2003-04 respectively. 
The wavering trend in the inflows of foreign direct equity 
investment in electrical equipment industry is mainly ascribed to 
political uncertainties in India and slow down in the demand for 
electrical equipment in domestic market. In fine, it can be inferred that 
electrical equipment industry is assimilating and adopting the 
changing global and domestic policies related to foreign equity 
investment. 
Table also provides statistics with regard to global equity 
participation in terms of foreign direct equity Investment in 
information technology industry during the period under review. 
Foreign direct equity investment inflows in information technology 
industry has registered an increasing trend. Due to internal strength of 
indian information technology industry its performance is 
outstanding. The Government's policies and quality commitment of 
private players are creating goodwill for the Indian information 
technology industry in the global market, and as a result foreign 
investors are putting their hard earned money into the information 
technology industry of India. Information technology industry is 
hopefully going to create history of success in global market in terms 
of attracting global equity, exports revenue earnings, employment 
generation and many more quality benefits. The coefficient of variance 
indicates that there is a fluctuation in trend in global participation in 
both the industries during the study period. 
Table - 1 A 
Global Equity Participation in Electrical Equipment Industry vis-a-
vis Information Technology Industry 
(1991-92 - 2003-4) 
(US $ Million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C.V % 
Source: Table 2 C 
Global Equity 
Participation In 
Electrical Equipment 
Industry 
25.2 
32.8 
57.1 
56.4 
129.6 
153.6 
644.6 
228.3 
172 
757.87 
1425.84 
1284.67 
1058.50 
463.57 
510.73 
110.17 
IfClmpter 5 And Annexure - I 
Global Equity 
Participation In IT 
Industry 
1.44 
3.81 
7.33 
19.97 
35.8 
55.29 
64.74 
53.67 
126.71 
155.31 
291.57 
230.03 
218.48 
97.24 
97.80 
100.57 
Figure - 1 is a bar diagram depicting the trend of global equity 
participation in electrical equipment industry and information 
technology industry during 1991-92 - 2003-04. The horizontal lining 
bars are portraying the amount of global equity participation in 
electrical equipment industry and the vertical lining bars are depicting 
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the amount of global equity participation in information technology 
Industry. The figures are allowing a comparative glance on the 
increasing amount of global equity of IT industry in the electrical 
equipment industry for the period under reference. 
Table - 1 -B shows the regression estimates of global equity 
participation in information technology industry against the global 
equity participation in electrical equipment industry. It can be 
observed from F ratio that null hypothesis should be rejected at 5% 
Figure: 1 
Global Equity Participation in Electrical Equipment 
Industry and IT Industry 
1991-92-2003-04 
E 
Year 
j H Global &|uity Participation In Electrical Equipment Industry n Global Equity Participation In IT Industry 
Source: Table 1-A 
level. The coefficient of determinants explains 89 percent of the 
variation of the variables, t ratio also suggests that estimate is not 
significant at 5 % level. The alternate hypothesis that information 
technology is contributing largely to the kitty of global equity 
participation in electrical equipment industry during the reviewed 
span of time is therefore accepted. 
2 i : 
Table - 1-B 
Regression Estimates of Global Equity Participation in Software 
Industry Against The Global Equity Participation in Electrical 
Equipment Industry 
Coefficient 
t-ratio 
Global Equity 
Participation in 
Electrical 
Equipment 
Industry 
11.388 
0.989 
Global 
Equity 
Participation 
in Software 
Industry 
0.166 
9.723 
R2 
0.896 
F - Ratio 
94.537 
Source: Annexure -1 
Table-2-A provides information with regard to global equity 
participation in terms of foreign direct investment in electrical 
equipment industry and Software Industry from 1991-92 to 2003-04. It 
is discernible from the table that there is a simultaneous increase in 
both the industries. It seems that Software Industry is fairly 
contributing to the growth and development of electrical equipment 
industry. This growth can be attributed to growing spectrum of 
software industry in global business. 
Close observation of the table further reveals that foreign direct 
equity investment inflows in software industry is more stable than the 
foreign direct equity investment inflows in electrical equipment 
industry during period under reference. 
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Table - 2-A 
Total Global Equity Participation in Electrical Equipment Industry 
and Software Industry 
(1991-92 - 2003-04) 
(US $ Million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C.V % 
Global Equity 
Participation In Electrical 
Equipment Industry 
25.2 
32.8 
57.1 
56.4 
129.6 
153.6 
644.6 
228.3 
172 
757.87 
1425.84 
1284.67 
1058.50 
463.57 
510.73 
110.17 
Global Equity 
Participation In Software 
Industry 
1.42 
3.57 
7.09 
19.45 
34.09 
52.75 
56.74 
44.32 
107.75 
130.98 
249.81 
225.40 
214.14 
88.27 
89.49 
101.38 
Source: Table 3 Of Chapter 5 And Annexure -11 
Figure 2 is a graphic presentation of global equity participation 
in electrical equipment industry and software industry from 1991-92 to 
2003-04. The black colour line is depicting the upward trend of global 
equity participation in electrical equipment industry whereas the gray 
coloured line is depicting the amount of global equity participation in 
software industry during the period under reference. 
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Figure: 2 
Global Equity Participation in Electrical Equipment 
Industry and in Software Industry 
1991-92-2003-04 
1500 
Year 
•^G loba l Equity Participation In Bectrical Equipment Industry 
•—Global Equity Participation In Software Industry 
Source: Table 2-A 
Table-2 B presents estimates of global equity participation 
in terms of foreign direct equity investment in Software Industry 
and electrical equipment industry for the referred period. It is 
indicative from the table that regression line seems to be 
impressive in terms of F ratio and R square. R square explains 88 
percent variations. 
Table - 2-B 
Regression Estimates of Global Equity Participation in Information 
Technology Industry Against The Global Equity Participation 
In Electrical Equipment Industry 
Coefficient 
t-ratio 
Global Equity 
Participation in 
Electrical 
Equipment 
Industry 
13.597 
1.042 
Global Equity 
Participation 
in Information 
Technology 
Industry 
0.180 
9.330 
R2 
0.888 
F - Ratio 
87.045 
Souuc Aiuicxiiie -11 
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However, the f-ratio and t-ratio suggest that the regression reject 
the null hypothesis of untrue relation at 5 % level. The analysis 
supports the view that the information technology industry in India is 
cynosure of global investors, thus the alternate hypothesis is accepted. 
Table- 3-A provides statistical data regarding global equity 
participation in terms of foreign direct investment inflows in Indian 
economy and global equity participation in terms of foreign direct 
investment in information technology industry during the period 1991 
- 2004. Foreign direct investment inflows have registered an increasing 
trend till 1997-98 and during the next few years there is a declining 
trend in foreign direct investment inflows. Early huge foreign direct 
investment in India is mainly attributed to NEP policy adopted by 
Indian government in 1991, which opened vistas for global investors. 
Vast domestic market of India is also one major factor responsible for 
huge foreign direct equity Investment inflows in India during the early 
period of NEP. Political instability and Asian financial crises led to 
declining trend in foreign direct equity investment inflows during the 
few middle years of the study period. 
However, during the year 2001-02 foreign direct investment 
inflows in Indian economy registered the highest growth. But during 
the next couple of yeas there is a decline in inflow of foreign direct 
equity Investment in India. Global equity participation in information 
technology during the study period has shown a wavering trend. 
It is discernible from the table that foreign direct equity 
investment inflows in Indian economy is more stable than the foreign 
direct equity investment inflows in information technology industry 
for the referred span of time. 
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Table - 3 -A 
Total Global Equity Participation in Indian Economy and 
Information Technology Industry 
(1991-92 - 2003-04) 
(US $ Million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C V 
Total Global Equity 
Participation in Indian 
Economy 
129 
315 
589 
1314 
2144 
2821 
3557 
2462 
2155 
2339 
4741 
3539 
3320 
2263.23 
1384.57 
61.17 
Global Equity 
Participation In 
Information Technology 
Industry 
1.44 
3.81 
7.33 
19.97 
35.8 
55.29 
64.74 
53.67 
126.71 
155.31 
291.57 
230.03 
218.48 
97.24 
97.80 
100.57 
Source: Table 4 of Chapter 5 and Annexure - III 
Figure: 3 
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Figure 3 is a diagrammatic presentation of global equity 
participation in Indian economy and in information technology 
industry. The shaded bars are depicting the foreign direct equity 
investment in Indian economy whereas the white coloured bars are 
portraying the total foreign direct equity investment in information 
technology industry during the reviewed period. 
Table - 3 B presents regression estimates of global equity 
participation in information technology industry against total global 
equity participation in Indian economy. Statistical description 
presented in the table suggests that regression estimates seem to be 
impressive. Coefficient explains as much as 66 percent of the variation. 
F ratio and t ratio are not significant at 5 % level. 
Table - 3-B 
Regression Estimates of Global Equity Participation in 
Information Technology Industry Against The Global Equity 
Participation in Indian Economy 
Coefficient 
t-ratio 
Global 
Equity 
Participation 
in Indian 
Economy 
-33.069 
-1.020 
Source: Annexure - Ul 
Global Equity 
Participation in 
Information 
Technology 
Industry 
5.757 
4.662 
R2 
0.664 
F - Ratio 
21.735 
It can be inferred from the analysis that during the post NEP 
period foreign direct investment inflows have increased. However, it 
can not be statistically proved that information technology is the only 
industry solely contributing towards the total global equity 
participation in Indian economy for the referred period. 
219 
Table - 4 A provides the statistical information with regard to 
global equity participation in terms of foreign direct equity investment 
inflows in information technology industry and Software Industry for 
the period from 1991-92 to 2003-04. It is needless to mention that 
Indian information technology industry has achieved a lot within a 
short period of time and it is still making an astronomical progress on 
account of cost efficiency, availability of skilled manpower, 
promotional policies initiated by central and state governments and 
favourable domestic business environment. Table also provides 
information with regard to foreign direct equity investment inflows in 
Indian software industry. 
It is discernible from the table that the major part of foreign 
direct equity investment inflows in information technology industry is 
contributed by Software Industry. Software Industry is having core 
competence in some specific areas such as front office related software 
packages, accounting related packages, data processing and other 
financial data process software package. Business process outsourcing 
has also provided much needed strength to Indian Software Industry. 
As a result Software Industry is progressing by leaps and bounds. 
The cost efficiency is nevertheless slowly fading away due to 
demand of high wages and lack of adjustment in their income with 
ever increasing cost of living index. Some other countries of the world 
are also focussing on their software industry to make them 
competitive to face the onslaught of global competition and to attract 
foreign investors. In order to maintain the present level of foreign 
direct equity investment inflows in Indian Software Industry there is 
an urgent need to retrospect our strength and weakness so that Indian 
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economy besides Software Industry can achieve new height in global 
business arena 
Table - 4-A 
Global Equity Participation in Information Technology Industry and 
Software Industry 
(1991-92 - 2003-04) 
(US $ Million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C.V 
Global Equity Participation In 
Information Technology 
Industry 
1.44 
3.81 
7.33 
19.97 
35.8 
55.29 
64.74 
53.67 
126.71 
155.31 
291.57 
230.03 
218.48 
97.24 
97.80 
1.00 
Global Equity Participation In 
Software Industry 
1.42 
3.57 
7.09 
19.45 
34.09 
52.75 
56.74 
44.32 
107.75 
130.98 
249.81 
225.40 
214.14 
88.27 
89.49 
1.01 
Source: Table 5 of Chapter 5 and Annexure - IV 
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Figure 4 is a diagrammatic presentation of global equity 
participation in Indian IT industry and global equity participation in 
Indian Software Industiy. The shaded bars are depicting the amount 
of global equity in information technology industiy whereas the lined 
graphs are depicting the amount of global equity in Software Industry 
for the period under review. In the figure, the hight of the bars are 
clearly showing that the Software Industiy contiibutes the largest 
amount of foreign equity in Indian IT industiy for the perod under 
reference. 
Table - 4-B 
Regression Estimates of Global Equity Participation in Software 
Industry Against The Global Equity Participation in Information 
Technology Industry 
Coefficient 
t-ratio 
Global Equity 
Participation in 
Information 
Technology 
Industry 
-0.278 
0.076 
Global 
Equity 
Participation 
in Software 
Industry 
0.911 
33.503 
R2 
0.990 
F - Ratio 
1122.466 
Source: Annexure - IV 
Table - 4-B presents the analysis of functional relation of the 
global equity participation in Information Technology Industry and 
global equity participation in Software Industiy. Observations given in 
table depict that the regression line seems quite impressive in terms of 
F-ratio and R square. 
The F ratio suggests that the null hypothesis should be rejected 
at 5 % level of significance. The coefficient of determinants indicates 
that as much as 99 percent of variations in the total global equity 
participation in information technology industiy has been explained 
by the regression estimates. The statistical analysis further suggests 
i-^i 
that global equity participation in information technology industry is 
wholly based on the strength of Indian Software Industry. There is a 
strong functional relationship between both the industries. Hence, the 
alternate hypothesis is accepted. The global equity flows in the Indian 
Software Industry during the period under reference has largely 
contributed to the kitty of global investment inflows in Indian 
information technology industry. 
Table - 5-A 
Total Global Equity Participation in Indian Economy and Software 
Industry 
(1991-92 - 2003-04) 
(US $ Million) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
Mean 
a 
C V 
Total Global Equity 
Participation In 
Indian Economy 
129 
315 
589 
1314 
2144 
2821 
3557 
2462 
2155 
2339 
4741 
3539 
3320 
2263.23 
1384.57 
0.61 
Global Equity 
Participation Software 
Industry 
1.42 
3.57 
7.09 
19.45 
34.09 
52.75 
56.74 
44.32 
107.75 
130.98 
249.81 
225.40 
214.14 
88.27 
89.49 
1.01 
Source: Table 8 of Chapter 5 and Annexure - V 
Table- 5-A presents a comparative statement with regard to 
global equity investment flows in Indian Software Industry viz-a-viz 
the Indian economy as a whole during 1991-92 - 2003-04, i.e in the post 
liberalization regime. The statistical description of total global equity 
participation in Indian economy and global equity inflows in Software 
Industry is given in table 5-B. The t ratio indicates that the estimate is 
not significant at 5 % level. It is also discernible from the table that the 
regression function takes F-value of 20.30, which is not statistically 
significant at 5 % level. 
Figure: 5 
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Figure 5 is a horizontal bar diagram depicting the trend of 
global equity in Indian economy and global equity in Indian Software 
Industry during 1991-92 - 2003-04. The check bars are depicting the 
amount of global equity in Indian economy whereas the white 
coloured bars are showing the amount of global equity in Indian 
software industry during the referred period. 
Table - 5-B 
Regression Estimates of Total Global Equity Participation in 
Software Industry Against the Total Global Equity 
Participation In Indian Economy 
Coefficient 
t-ratio 
Total Global 
Equity 
Participation in 
Indian Economy 
-29.663 
-0.979 
Total Global 
Equity 
Participation in 
Software Industry 
5.210 
4.515 
R2 
0.649 
F - Ratio 
20.382 
Source: Annexure - V 
The analytical results thus depict that the functional relation 
between global equity participation in terms of foreign direct equity 
investment inflows in software industry is explainable by the total 
global equity participation in Indian economy for the period under 
reference. Coefficient of determinants shows that 64 percent of the 
variation of the dependant variable are being explained by the fit 
4] Findings of The Study 
The regression estimates of the global equity participation in 
information technology industry against the global equity 
participation in electrical equipment industry rejects the null 
hypothesis and accepts the alternative hypothesis signifying that 
electrical equipment industry is attracting huge amount of foreign 
direct investment due to internal strength of information technology 
sector led by the software industry in the post liberalization regime. It 
seems from the estimate that the information technology sector is 
actively contributing towards the growth and development of 
electrical equipment industry. Analysis further provides estimates 
with regard to global equity participation in terms of foreign direct 
equity investment inflows in electrical equipment industry and global 
equity participation in software industry. The estimates rejects the null 
•50S 
hypothesis which leads to acceptance of alternative hypothesis 
proving that foreign direct equity investment inflows in electrical 
equipment industry is mainly ascribed huge foreign direct equity 
investment inflows in software industry during the post liberalization 
era. It seems from the estimates that software industry is actively 
supporting and augmenting the electrical equipment industry by fairly 
contributing foreign direct equity investment during the period under 
reference. 
Inception of New Economic Policy (NEP) since July 1991 has 
opened up new vistas for foreign investors in Indian economy. On 
account of new economic policy leading to conducive and enabling 
domestic business environment foreign investors have shown their 
keen interest in trade in Indian economy. Analysis of regression rejects 
null hypothesis and accepts alternative hypothesis which proves that 
information technology industry is fairly contributing towards Indian 
economy in the form of huge foreign direct equity investment inflows 
during the post liberalization period. 
Software industry is found to be a major constituent of 
information technology industry, which indicates that there is a 
significant contribution of software industry in information 
technology industry in the form of global equity participation. 
Regression estimates disprove the null hypothesis. Software industry 
is also contributing significant amount of foreign direct investment 
towards the foreign direct equity investment inflows in Indian 
economy for the reviewed period. The reason behind such a large 
share of global equity of software industry in the global equity in 
information technology industry is because of the keen interest viewed 
by foreign investors in investing their equity in Indian Software 
i i h 
Industry in the form of Joint Ventures and Subsidiaries, Transfer of 
Technology, Mergers and Acquisitions and Foreign Services. 
The foreign investment in indian software industry in the form 
of joint ventures and subsidiaries has shown increasing trend. Due to 
unavailability of classified statistics, an exemplification of top 4 
software industries have been taken in account. But these industries 
are gifted enough to give the idea of the trends of joint ventures and 
subsidiaries in indian Software Industry. As About twenty-nine 
subsidiaries joint ventures and associates of Tata Consultancies 
Limited, there are eleven such joint ventures and subsidiary 
companies which have foreign equity participation along with TCS. 
Among seventeen joint venture and subsidiary companies of wipro 
limited, there are four companies in which wipro have foreign equity 
participation. And of Ifosys Technologies limited it has one of very 
well known subsidiaries viz; Progeon Limited which has ot foreign 
equity participation. As of Satyam Computer Services Limited, among 
various subsidiaries and joint ventures, at present, there are two such 
joint ventures in which satyam have foreign equity participation. 
The other favorite source of global equity participation in indian 
Software Industry is by way of transfer of technology. Today even 
major multinational corporations in the US and Europe, such as 
Mobile, General Electric, Du Pont and Boeing are becoming partners of 
India's R & D laboratories, e.g., the Council Of Scientific And 
Industrial Research (CSIR). The amount contributed by way of transfer 
of technology In the year 1998-99 stood at US $ 0.09 million v/hich rose 
to US $ 0.20 million in 1999-2000. The success from Silicon Valley to 
South India has created a unique brand. The Internet today plays a 
critical role in facilitating business cooperation and collaboration. On-
line modes of technology transfer have thus assumed far more 
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significance than ever before. Internet portals are trying to bring about 
successful collaborations among companies and related organizations. 
Mergers and acquisitions (M&As), have also become the way 
out for several mid-sized and small companies as the clones of the 
biggies get clobbered in a possible shakeout in India's IT industry. The 
upswing in the fortunes of the biggies like Wipro and Infosys — 
dramatically raising the graphs at stock exchanges — and the unlisted 
but biggest of them all TCS has not meant only crumbs for the mid-
sized and small but focused, differentiated and experienced companies 
with domain expertise. The amount contributed through mergers and 
acquisitions stood at US $ 334.62 million in 1998-99 which rose to US $ 
1031.70 million in 2003-04. The past few years have seen a spate of 
Mergers and Acquisitions by Indian software companies. Whether it 
was the merger of Polaris with OrbiTech or Mphasis BFL's acquisition 
of a Chinese firm. Mergers and Acquisitions in Indian Software 
Industry are here to stay and more are expected to follow in the near 
future. 
India is quietly but quickly emerging as a leader in the field of 
software engineering and web-based service. Among global leaders, 
India's name has become synonymous with software services. India's 
software and e-commerce prowess in fact, are well known among the 
Western elite and earning the country extremely valuable foreign 
exchange. Foreign services in Indian Software Industry in 1998-99 
amounted to US $ 3.39 million which reached US $ 16.3 million in the 
year 2004-05.A World Bank funded study has confirmed that foreign 
vendors rated India as their number one choice for software 
outsourcing. 
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5] Conclusions 
The foregoing analytical discussion presents the results of 
hypotheses tested for the study during the period from 1991-92 to 
2003-04. The statistical obser\'ations reveal that null hypotheses have 
been rejected at 5 % level of significance. It also seems from the 
discussion that the foreign direct equity investment inflows in 
Electrical Equipment Industry is mainly on account of huge 
contribution made by the foreign direct equity investment inflows in 
information technology sector especially in software sector, in the post 
liberalization period. It is also pertinent to note that information 
technology industry is the preferred destination of the foreign 
investors. Software industry is fairly contributing towards the growth 
and development of Indian economy by providing sufficient amount 
of funds in the form of foreign direct equity investment. The amount 
of equity investment in Indian software industry has been 
substantially contributed by way of transfer of technology, joint 
ventures and subsidiaries, mergers and acquisitions and foreign 
services for the period under reference. 
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Findings, Conclusions and Recommendations 
1] Findings and Conclusions of The Study 
In the pre liberalization era in India, there existed no desperate 
need to look for global funds. At the time of independence the attitude 
towards foreign investment was one of the fear and suspicion. This 
was natural on account of the previous exploitative role-played by it in 
draining away the resources from this country. The continuing 
liberalisation and economic reforms programme of the Government of 
India since July 1991 aimed at rapid and substantial economic growth 
and integration with the global economy in a harmonised manner. 
Since the advent of economic liberalization in India, the global 
equity is viewed as a boon for globalizing the economy and has, thus, 
assumed ever-greater significance. Prior to this policy foreign capital 
was generally permitted in trading activities, plantation, banking and 
financial institutions. It was not permitted in those industries which 
had received government protection or which were of basic and/or 
strategic importance to the country. Now the Foreign investment up to 
100% is allowed under the automatic route in all activities/sectors 
except few proposals which will require approval of the Government -
activities/items that require an Industrial Licence; Proposals in which 
the foreign collaborator has a previous/existing venture/tie up in 
India in the same or allied field; all proposals relating to acquisition of 
shares in an existing Indian company by a foreign/NRl investor; All 
proposals falling outside notified sectoral policy/caps or under sectors 
in which FDI is not permitted. 
The global direct equity participation can be effected in the form 
of Joint ventures and Subsidiaries, Mergers and Acquisitions, 
Technology Transfer and Foreign Services. The amount of inflow of 
foreign equity investment has shown an increasing trend beginning 
from a meager US $129 million in 1991-92 to US $ 4675 in 2003-04. The 
Global Equity can also be done through portfolio investment. Foreign 
Institutional Investors(FIIs) registered with SEBl and Non-resident 
Indians are eligible to purchase the shares and convertible debentures 
under the Portfolio Investment Scheme. The inflow of global portfolio 
investment in the country amounted to US $ 6 million inl990-91 which 
went up to US $ 11377 million in 2003-04. 
With the onset of liberalization, the Indian Software Industry 
has shown an amazing pace of development. This industry has done 
India proud and has proved nonparallel to any similar industry of the 
world. Companies around the world are gaining competitive 
advantages by using Indian software services. Foreign companies are 
attracted towards India for many reasons like a virtual 12-hour time 
zone difference between India and USA offers cost and time savings 
and presence of enormous pool of highly skilled English speaking 
professionals. India has a growing bank of 4.3 million technical 
workers, provided by over 1900 educational institutions and 
polytechnics which train more than 73,000 computer software 
professionals every year, out of top 300 companies, there are more 
than 145 ISO 9000 certified and six SEI CMM Level 5 software 
companies. Indian software companies strictly adhere to delivery 
schedules and provide total customer satisfaction by using state-of-
the-art technologies, Indian software companies have very strong 
brand equity in major markets, offer innovative, extensive and most 
cost-effective E-Business and web based solutions. The Indian 
software and services market continued to build momentum, as an 
economic upturn began sweeping the global geographies. Information 
Technology market for software and services in India is increasing 
every year to reach from US $1859 million in 1996-97 to US $ 15574 
million in 2003-04. Its share in India's export registered an increasing 
trend i.e from 0.72 percent in 1997-98 to 2.64 percent in 2003-04. The 
size of software and services export in India shows an encouraging 
trend from 1996-97 to 2003-04 registering continuous improvement in 
the figures reaching US $12200 million in 2003-04 from US $ 1100 
million in 1996-97. According to Nasscom study (2003-04) India 
exported software to more than 102 countries worldwide and out of 
this 59.0 percent alone was exported to North America (USA and 
Canada), 22 percent to Europe, 16.5 percent to Asia pacific and rest of 
the world and 2.5 percent to the Japan. Major opportunities are 
expected to come up for the Indian software industry in countries such 
as China, Australia, New Zealand, Taiwan, Hong Kong, Singapore and 
South Korea. 
India has registered herself as super power destination of 
software developer and has enormously increased her packages and 
solutions demand at global market. The share of Indian software in 
GDP was 0.72 percent in 1997-98 which increased to 2.64 percent in 
2003-04. The revenue earnings from the domestic market has shown an 
increasing trend but the growth rate of domestic market has, however, 
recorded a disparate trend during the period under review. During 
1991-92 US $ 140 million were received on account of IT software and 
services from domestic market, which has been increasing over the 
years to register the highest growth of US $ 4300 million in 2003-04. 
The reason for this increasing growth trend is attributed to the growth 
of IT penetration and increased use of Internet in the country in the 
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wake of liberalization for the globalization of tiie economy. Rapid 
volume growth; clients continued to ramp up engagement sizes with 
leading vendors. The top 4 players (TCS, Wipro, Infosys and Satyam) 
alone have over 660 USD 1 million clients, up from 441 in fiscal year 
2003-04. Indian software and services employee base has grown at a 
CAGR of 23.6 percent, from 242,000 in 2001-02 to 697,000 in fiscal year 
2003-04. In 2004-05 revenue from product development & R&D 
services, was approx. USD 3 billion, up from USD 2.3 billion in 2003-
04. There are around 3000 IT companies in India, and Indian IT 
industiy is currently exporting to more then 150 countries across the 
globe. 
While India continues to lead in tiaditional segments, vendors 
are now also gaining ground in newer services such as packaged 
software implementation, systems integration, network infrastiucture 
management and IT consulting. Quite a few Indian vendors have 
successfully expanded their revenue streams beyond service revenues 
to include earnings from exporting their own software products. The 
software company now provide increasing focus and spending on 
marketing - better articulation of the distinct value added services and 
approach offered by each vendor and a keener segmentation of the 
market. The mid-sized companies emphasizing domain knowledge 
and process management skills and demonstrating the value of a 
focused solutions provider; walking away from price-driven deals. 
Now the focus is being accorded on improving revenue mix and 
increasing realizationsand utilization. Integration of IT-BPO contiacts 
is becoming more common. MNCs are ramping up their captive 
offshore development initiatives in India. Global delivery model, with 
Indian vendors establishing their presence in high-margin segments, 
along with a steady growth in tiaditional service lines. Significant 
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untapped potential exist at both country and industry levels and an 
interesting trend we have been witnessing is the acquisition and 
alliance led strategy by Indian players to consolidate themselves, 
expand into new product and service lines and enter new markets. 
The electronics industry including software industry in 
particular, is emerging as one of the most important industries in the 
Indian market. Software has been targeted as a growth sector in India. 
Besides the industry's own potential for exports, software also plays 
the crucial role in Information Technology (IT), use of which is fast 
becoming the key for competitiveness in any industry. Hence, for the 
growth of Information Technology industry as well as the other 
industries, a rapid growth of Software Industry, both in terms of size 
and quality is absolutely essential. 
As for the global equity in terms of foreign direct investment, 
the amount stood at US $ 25.2 million in Electrical Equipment Industry 
in 1991-92 which reached US $ 1058.50 million in 2003-04. As for 
Information Technology industry, the global direct equity stood at US 
$ 1.44 millions in 1991-92 which increased to US $ 218.48 million in 
2003-04. Global equity in terms of FDI in software industry has 
registered a heartening performance in information technology 
industry for the period under reference. It accounted for US $ 1.42 
million during 1991-92, which reached maximum to US $ 249.81 
million in 2001-02 and went slightly down to US $ 214.14 million in 
2003-04. It is observed that the larger part of foreign direct investment 
in information technology industry is through the software sector. 
During 1999-2000 and 2000-01 government has initiated many liberal 
policies to attract more and more foreign direct investment in 
information technology sector. Government has also given concessions 
and has established a number of Software Technology Parks so ^ba^ 
the benefits of globalization can be substantially reaped by the Indian 
Information Technology Industry. 
The verification of hypotheses has petered out the following 
outcome: 
The regression estimates of the global equity in information 
technology industry against the global equity in electrical equipment 
industry rejects the null hypothesis and accepts the alternative 
hypothesis signifying that electrical equipment industry is attracting 
huge amount of foreign direct investment due to internal strength of 
information technology sector led by the software industry in the post 
liberalization regime. It seems from the estimate that the information 
technology sector is actively contributing towards the growth and 
development of electrical equipment industry. Analysis further 
provides estimates with regard to global equity in terms of foreign 
direct investment inflows in electrical equipment industry and global 
equity in software industry. The estimates reject the null hypothesis 
which leads to acceptance of alternate hypothesis proving that foreign 
direct investment inflows in electrical equipment Industry is mainly 
on account of inflows of huge foreign direct investment inflows in 
software industry during the post liberalization era. It seems from the 
estimates that software industry is actively supporting and 
augmenting the electrical equipment industry by substantially 
contributing foreign direct equity investment. 
Inception of new economic policy opened up new vistas for 
foreign investors in Indian economy. On account of new economic 
policy and conducive domestic business environment foreign 
investors have shown their keen interest in trade and investment in 
Indian economy. Analysis of regression rejects null hypothesis and 
accepts alternative hypothesis which proves that Information 
n.f. 
Technology Industry is largely contributing towards Indian economy 
in the form of huge foreign direct investment inflows during the post 
liberalization period. 
Software Industry is the major constituent of information 
technology industry, indicating that there is a significant contribution 
of software industry in information technology industry in the form of 
global equity participation. Regression estimates disprove the null 
hypothesis. Software Industry is also contributing significant amount 
of foreign direct investment towards the foreign direct investment 
inflows in Indian economy. However statistically it can not be proved 
that software is the only major contributor in total equity participation 
in India for the period under reference. 
2] Prospects for Global Equity Investment in Indian Software 
Industry 
The Indian software industry is healthy, but nevertheless there 
are some problems which continuously dog Indian software industry, 
such as, unsuitable government policies, poor infrastructure, 
bureaucracy, cumbersome taxation. The general economic direction in 
India is towards liberalization and globalization. But the process is 
slow. Before jumping into the market, it is necessary to discover 
whether government policies exist suitably relating to the particular 
area of business.^ 
Although the Indian government is well aware of the need for 
reform and is pushing ahead in this area, business still has to deal with 
an inefficient and sometimes still slow-moving bureaucracy.2 Indian 
market is widely diverse. The country has 17 official languages, 6 
major religions, and ethnic diversity as wide as all of Europe. Thus, 
tastes and preferences differ greatly among sections of consumers. So 
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it is really very difficult to develop good understanding of the Indian 
market. In order to maintain and sustain a good growth rate over a 
period of time, it is extremely vital to have good infrastructure. The 
importance of good roads, ports, airports, telecommunication links, 
power and railways cannot be overstated. This is, unfortunately, one 
area that has crippled the country's economic growth in the past. 
Fiscally imprudent government policies coupled with under-
investment have resulted in a highly disappointing ground situation. 
The power cuts suffered by a large part of the population are only too 
well known. Power theft is rampant and technical losses are much 
higher than international standards. 
The huge difference that has been seen between the approved 
and actual inflows over the years has a lot to tell about the red tapism 
and the bureaucratic impediments in the country. In India most of the 
strategic decisions are taken by the bureaucracy because majority of 
the politicians holding important portfolios are not competent enough 
to take such decisions. However, some provisions have been made to 
curtail the role of bureaucracy such as the Foreign Exchange 
Management Act (FEMA) that replaced FERA. This allows foreign 
direct investment in many new sectors without much interference of 
bureaucracy. It also empowers the Reserve Bank of India to allow 
foreign direct investment into some sectors through automatic routes 
subject to certain conditions. The FIPB (Foreign Exchange Promotion 
Board) has also been simplified to a large extent. As compared to other 
countries of the world, India has very high tax structure and its 
perplexing and complicated procedure is an obstacle for smooth 
inflow of global direct equity participation in the country. The US and 
other advanced economies have generated great wealth by using 
information technology in order to increase their productivity but the 
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application of software in Indian economy lags. Here, Less than 30 
percent sale is in domestic market while each hour of software work 
may earn substantial foreign exchange for India and it could generate 
even more wealth internally. Rigid labor laws freeze mobility and 
preclude reorganization of and the economy through adoption of 
Software Technology. Domestic markets are being taken over by new, 
unconstrained entrants (e.g., banking). In the industry, there is no 
motivation for retraining of work force and there is poor incentives 
and poor work culture. Wages are as a right versus compensation for 
services rendered. 
Comparative advantage of Indian software industiy lies largely 
in wage differentials between India and customer countiies. This wage 
gap is closing gradually, and may disappear within ten years. A 
sustainable advantage in software industry would require a 
productivity differential. For this investment in advanced research and 
software technology development is necessary. Comparative 
advantage in this fast moving field lies in developing newer 
technology, moving up the value chain (e.g., code to write code) This 
need advanced research institutes in India that can attiact top talent. 
Neither the government nor even the industry has paid much 
attention to it as R&D spending is of mere 3 to 4 percent of revenues of 
software houses in this "high tech" industry. The workers are also 
satisfied with their bottom fishing service jobs. Ambitions of major 
players cannot be sustained by piggy-backing on creation of 
technology. 
Indian industry is dominated by corporations making money 
from wage differential between India and customer countries. There is 
high variable cost service sector instead of zero variable cost software 
sector. In India, there are plenty of brilliant young minds but few of 
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young Indians can dream to become rich writing killer applications in 
their garages like Bill Gates. There is no chance to profit from 
intellectual property as if an application is written, it will be selling in 
the bootleg market for Rs. 25 a few days after the selling of its first 
copy. Though IP laws exist here but they are not enforced. It also 
destroy the dreams of the young geniuses who could put India on the 
software map of the world and that's why they accept $45,000 in 
"body-shopping" market instead of risking killer applications worth 
billions. 
In India IPR policy is discussed most in the context of 
pharmaceuticals and in the cost of protecting foreign IP but in 
software industry, it fails to produce local IP because it does not 
protect the industry. 
Also, rigid labor laws block domestic demand for IT and 
absence of effective IP protection discourages entrepreneurs who 
cannot reap the rewards of their labor and risk bearing. ^  
Problems for Global Equity Participation in Indian Software 
Industry with U.S.A. are : 
> H-lb visa global cap not sufficient 
> Wage parity insisted upon by U.S. A (discriminating) 
> Double taxation of social security (no benefits to Indian employees) 
> Discriminating labour laws 
Problems for Global Equity Participation in Indian Software 
Industry with Europe are: 
> No transparency in visa program 
> Movement of natural person restricted 
> Double taxation of social security 
> Opening of office is a problem 
> Delay in work permits 
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Problems for Global Equity Participation ir\ Indian Software 
Industry with Japan are: 
> Work permits 
> Witholding tax 
Despite all above discussed problems, it can still be said that the 
karma of global equity participation in Indian software Industry is 
glistening. The global equity participation in economy in general and 
in software sector of Information Technology Industry in particular, 
has shown a tremendous growth in the last one decade. India in 
comparison to other locations ranks high in several parameters 
including, level of government support, quality of the labour pool, 
english language skills, cost advantages, project management skills 
and over-all quality control. It seems that the prospect of Software 
Industry is very high because still a huge global market has to be 
explored and developed by the industry. 
The Indian software companies are world class in their offerings 
as compared to those in other countries. Indian providers have a client 
satisfaction level of over 80 percent, while quality fatal defects are less 
than 2 percent. India has 66 companies at SWI CMM level 5 
assessment. The quality maturity of Indian software company can be 
measured from the fact that already 275 Indian software and ITES-
BPO companies have acquired quality certification and about 80 more 
companies are in pipeline.^ Many leading software companies have 
received recognized quality certifications such as COPC. Software 
industry definitely raised India's bar globally because of its 
unmatched value proposition. 
Indian software companies have robust security practices 
comparable to those followed by western companies. The country is 
spendings on security ranges between 5 percent to 15 percent of the IT 
-7/11 
budget. India companies primarily comply with BS 7799 - a global 
standard tat covers all domains of security. Companies sign Several 
Level Agreements (SLA), which have very strict confidentiality and 
security clauses built into them and the network and data level. Such 
SLAs also cover all relevant laws that the companies want its offshore 
providers to comply with and actions that can be taken in case of 
breaches. Laws such as Act 2000, Indian Copyright Act, Indian Penal 
Code Act and the Indian Contract Act, 1972 provide adequate 
safeguards to companies offering work to US and UK. Many 
companies in India are undergoing/have undergone SAS 70 Audit. 
SAS-70 assignments helps service companies operating from India to 
implement and improve internal controls, ensure minimal disruptions 
to business from clients' auditors, and is potent marketing tool in the 
face of increasing competition. 
Majority of Indian software companies are using latest 
technologies like E- commerce, M-commerce, Internet, OOP, GUJ, 
4GL, JAVA, Case Tools etc, for networking their clients. ^ IT Enabled 
Services or "Remote-Processing", which involves using software 
rather then writing it, is being described as the next major driver of 
technology-led services industry. These services include Back Office 
Operations, Call Centers, Data Entry, Web Designing and Service 
market is poised to grow. ^  
India's key advantage in the global software industry is the 
availability of an abundant, high quality and cost effective pool of 
skilled knowledge workers. The skill in demand include software 
analysts, domain specialists, information security, integrated 
specialists, database administrators, network specialist and 
communication engineers, data warehousing and semiconductor 
design. 81 percent of all software professionals have graduate degree 
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or above - 13 percent are in M-Tech, C.A, ICWA, 67 percent are in 
B.Tech, B.E or MCA. 20 percent are diploma holders or graduates. ^  
Mathematical and logical ability of the Indian are the key 
drivers of India's success in providing software solutions. The 
Government has placed emphasis on IT training and education with 
sustainable development which it does in three ways : through (1) 
Universities/Colleges; (2) Private training institutes/organizations; 
and (3) By providing conducive policies, and incentives to those 
coming back from abroad and opening their own companies, or 
working as software engineers. 
The biggest driver for the Indian quality movement, as is the 
case anywhere for anything, is simple economics. Senior management 
understood early on the huge return on investments from creating a 
process-based organization, from investing in standards, in going in 
for certifications. It made eminent business sense to engage 
consultants, to provide adequate confidence to customers through 
certifications, to enhance the ability to deliver and get repeat business^ 
India today proudly commands a very high respect among investors 
in India and abroad. Almost all major overseas stock exchanges are 
warm to have Indian Software companies to list in their stock 
exchanges. This is a major opportunity to attract requisite investment 
for future projects and for research and development. 
The Indian Government has set up several software parks and 
improved the environment that software enterprises can develop in. 
The Government evolved a plan titled "Software Development in 
2000" to achieve integrated coordination and development. According 
to leading business intelligence analysts, the offshore outsourcing 
market, still in a nascent stage, is expected to witness substantial 
growth over the next few years. 
> Only 3-4 percent of the Fortune 500 companies offshore more than 
10 percent of their Information Technology services spending. 
Considering the mammoth IT budget of these companies, there is a 
vast untapped potential that the segment offers Indian software 
service vendors. 
> Industry watchers are hopeful that industry pricing will remain 
relatively stable over the near-to-intermediate term and that Indian 
services firms may even be able to raise prices. 
> Supply side factor indicate that India will continue to have a 
significant pool of "tech-ready" and "tech-trainable" students 
over the next few years. 
It is expected that over the next few years, Indian software and 
service companies will adopt a global delivery model based on four 
components: onshore (same country as client); on-site 9at the client 
site), nearshore (country near to client country) and offshore (based in 
India). 
3] Suggestions and Recommendations 
India has come a long way since July 1991 in so far as share of 
foreign investment inflow is concerned. But still it seems to have 
stagnated at some level. The popular wisdom is that MNCs are 
discouraged from investing in India by bureaucratic hurdles and 
uncertainty about the sincerity of the government(s) about economic 
reforms. But with the overall economic reforms programme, India's 
performance with respect to foreign investment remains a mixed bag. 
A stagnation of the quantum of foreign investment inflow coexists 
with the perception that quality of labour and other inputs, as well as 
the legal- institutional environment relevant to the MNCs, have 
improved noticeably during the 1990s. The average MNC remains 
satisfied with growth in labour productivity, revenue and profits, and 
remains willing to transfer technological resources to the Indian 
affiliate. At the same time, however, supply of key resources like 
power remain unreliable, and the extent of spillover effects in terms of 
both quality of technology and know-how remain uncertain. The 
appropriate mood, perhaps, is one of cautious optimism. 
However, till date, there has been very little discussion about 
the equity participation in the Indian software industry but still it is 
perceived that despite a tough market environment and Rupee 
appreciation, industry has witnessed growth. The US and UK continue 
to be the primary destination for exports of Indian software industry. 
Also the products and tech services exports by Indian players have 
increased. But it's not all. The Indian Software Industry still requires 
much more endeavor to get a transcend personality in the world 
economy. 
In order to maintain and sustain growth of the Indian Software 
Industry and to meet the future challenges, some necessary following 
steps are to be taken: 
> There is uneven distribution of foreign investment in various 
part of country. Indian government should make effort for its 
uniform distribution to various states. The various states 
government should reform their policy to attract foreign equity 
investments. 
> The domestic economy is open to international competitive 
pressures which helps towards raising the efficiency of the 
company which raises capital to give sound performance. This 
calls for internal fiscal and monetary discipline. 
> The liberalization of foreign equity investment policies clearly 
resulted in unprecedented flow of foreign investment in India. It 
is suggested that the funds must be used judiciously. 
The multinationals operating in India are setting up wholly 
owned subsidiaries, take under new business rather than 
through their affiliate in which Indian investors are in minority 
share holding. It is suggested that Indian shareholders be given 
balanced share in such multinationals. 
Better infrastructure such as roads, railways, ports power etc. 
should be developed as a well-developed infrastructure will 
automatically attract the global direct equity in Software sector. 
Transportation policies should be thoroughly reviewed. The 
civil aviation policy is designed to protect the domestic players, 
which should be opened for the private players. This will boost 
the competitiveness and improve the service. 
Free ports need to be developed that offer fully developed 
infrastructure facility for international travel including offshore 
banking and transit port facility. 
The efficiency of workers should be increased by providing 
good quality training, retraining to bring them in line with the 
globalized and liberalized environment. The IT related courses 
should be made compulsory from the graduate level in the 
country. Emphasis should be given on the setting up of more 
Indian Institute of Information Technology (IIT) and the up 
gradation of Regional Engineering Collages (RECs). 
More facilities of international standards, attractive salaries and 
better working environment should be given to software 
professionals in order to tap the best talent in the industry for 
development of original software. 
Corruption is seriously jeopardizing country's economic 
progress. Strict action against corruption at higher level must be 
taken. 
> There is an important role played by foreign investment in 
Software Industry. But this role can positively be fulfilled only if 
government retains the right to choose the type of foreign 
investments and the terms and conditions of their entry and 
operations. 
> The different type of tariff structure in place have to be 
rationalized to make the industry competitive and to bring it at 
par with the multinational. 
> Companies should establish their own Research and 
Development (R & D) centers in order to stay in competition in 
the technology advancement. 
> Like Malaysia, India too should have a very sophisticated 
system of combining liberalization with regulation in a priority 
mix. Such policy system can be altered according to the 
country's needs. The flexible policy is specially needed to 
redress social imbalances among ethnic communities in the 
country. 
In order to attract more global direct equity investment in 
Indian Software Industry, India should use her large domestic market, 
abundant supply of trained and low wage labour, vast pool of 
technological professionals, second largest english speaking 
population to her advantages. Above all the reforms must grow with 
an accelerated/collaborated pace and be sustained over a long period 
of time. 
4] Direction for Future Researches 
The present research work is the study of Global Equity 
Participation in Indian Software Industry since 1991. The study 
highlights the Global Direct Equity Participation in Electrical 
Equipment Industry, Information Technology Industry and Software 
Industry. The study has also critically examined as to how software 
industry has contributed in terms of global equity towards IT and 
electrical equipment industry during the post NEP era. The Researcher 
however feels that a separate study can be undertaken to threadbare 
examine the role of global portfolio investment in Indian Softw^are 
Industry in the post reform era. 
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Annexure -1 
Descriptives 
GE EEI 
GE SOFT 
Valid N 
(listwise) 
N 
13 
13 
13 
Descriptive Statistics 
Minimum 
25 20 
142 
Maximum 
1425 84 
249 81 
Mean 
463 5754 
88 2700 
Std 
Deviation 
510 73587 
89 49533 
Regression 
Vanables Entered/Removed 
Model 
1 
Variables 
Entered 
GE EEI 
Vanables 
Removed 
Method 
Enter 
a All requested variables entered 
b Dependent Variable GE_SOFT 
Model Summary 
Model 
1 
R 
946 
R^  
896 
Adjusted 
R^  
886 
Std Error 
of the 
Estimate 
30 17792 
a Predictors (Constant), GE_EE 
ANOVA" 
Model 
1 
a PredK 
Regression 
Residual 
Total 
:tors (Constar 
Sum of 
Squares 
86095 185 
10017 778 
96112 963 
It), GE EE 
Df 
1 
11 
12 
Mean 
Square 
86095 185 
910 707 
F 
94 537 
Sig 
000 
b Dependent Variable GE_SOFT 
Coefficients^ 
Model 
1 (Constant) 
GE El 
Unstandardized 
Coefficients 
B 
11 388 
166 
Std Error 
11 514 
017 
Standardized 
Coefficients 
Beta 
946 
t 
989 
9 723 
Sig 
344 
000 
a Dependent Variable GE_SOFT 
Annexure - II 
Descriptives 
GE EEI 
GE IT 
Valid N 
(listwise) 
N 
13 
13 
13 
Descriptive Statistics 
Minimum 
25 20 
1 44 
Maximum 
1425 84 
291 57 
Mean 
463 5754 
97 2423 
Std 
Deviation 
510 73587 
97 80406 
Regression 
Vanables Entered/Removed 
Model 
1 
Vanables 
Entered 
GE EEI 
a All requested vanab 
b Dependent Vanable 
Model 
Model 
1 
R 
942 
Vanables 
Removed 
Method 
Enter 
es entered 
GEJT 
Summary 
R^  
888 
Adjusted 
R^  
878 
Std Error 
of the 
Estimate 
34 21650 
a Predictors (Constant), GE_EEI 
ANOVA" 
Model 
1 Regression 
Residual 
Total 
Sum of 
Squares 
101909 15 
8 
12878 455 
114787 61 
3 
Df 
1 
11 
12 
Mean 
Square 
101909 15 
8 
1170 769 
F 
87 045 
Sig 
000 
a Predictors (Constant), GE_EI 
b Dependent Variable GEJT 
Coefficients^ 
Model 
1 (Constant) 
GE EEI 
Unstandardized 
Coefficients 
B 
13 597 
180 
Std Error 
13 055 
019 
Standardized 
Coefficients 
Beta 
942 
t 
1 042 
9 330 
Sig 
320 
000 
a Dependent Variable GEJT 
Annexure - III 
Descriptives 
GEJNDIA 
GE IT 
Valid N 
(listwise) 
N 
t3 
13 
13 
Descriptive Statistics 
Minimum 
129.00 
1.44 
Maximum 
4741.00 
291.57 
Mean 
2263.4615 
97.2423 
Std. 
Deviation 
1384.2701 
2 
97.80406 
Regression 
Variables Entered/Removed 
Model 
1 
Variables 
Entered 
GE INDIA 
a All requested variab 
b Dependent Variable 
Model 
Model 
1 
R 
.815 
Variables 
Removed 
Method 
Enter 
es entered. 
; GEJT 
Summary 
R^  
.664 
Adjusted 
R^  
.633 
Std. Error 
of the 
Estimate 
59.21675 
a Predictors: (Constant), GEJNDIA 
ANOVA" 
Model 
1 Regression 
Residual 
Total 
Sum of 
Squares 
76214.752 
38572.862 
114787.61 
3 
df 
1 
11 
12 
Mean 
Square 
76214.752 
3506.624 
F 
21.735 
Sig. 
.001 
a Predictors: (Constant), GEJNDIA 
b Dependent Variable: GEJT 
Coefficients^ 
Model 
1 (Constant) 
GE INDIA 
Unstandardized 
Coefficients 
B 
-33.069 
5.757E-02 
Std. 
Error 
32.420 
.012 
Standardized 
Coefficients 
Beta 
.815 
t 
-1.020 
4.662 
Sig. 
.330 
.001 
a Dependent Variable; GEJT 
Annexure - IV 
Descriptives 
GE IT 
GE SOFT 
Valid N 
(listwise) 
N 
13 
13 
13 
Descriptive Statistics 
Minimum 
1.44 
1.42 
Maximum 
291.57 
249.81 
Mean 
97.2423 
88.2700 
Std. 
Deviation 
97.80406 
89.49533 
Regression 
Variables Entered/Removed 
Model Variables 
Entered 
Variables 
Removed 
Method 
1 GE IT Enter 
a All requested variab es entered, 
b Dependent Variable; GE_SOFT 
Model 
1 
Model 
R 
.995 
Summary 
R^  
.990 
Adjusted 
R^  
.989 
Std. Error 
of the 
Estimate 
9.20846 
a Predictors: (Constant), GEJT 
A N O V A " 
Model 
1 Regression 
Residual 
Total 
Sum of 
Squares 
95180.211 
932.752 
96112.963 
df 
1 
11 
12 
Mean 
Square 
95180.211 
84.796 
F 
1122.466 
Sig. 
.000 
a Predictors: (Constant), GEJT 
b Dependent Variable: GE_SOFT 
Coefficients^ 
Model 
1 
a Depe 
(Constant) 
GE IT 
ndent Varia 
Unstandardized 
Coefficients 
B 
-.278 
.911 
ble: GE SOFT 
Std. 
Error 
3.675 
.027 
Standardized 
Coefficients 
Beta 
.995 
t 
-.076 
33.503 
Sig. 
.941 
.000 
Annexure -V 
Descriptives 
GE INDIA 
GE SOFT 
Valid N 
(listwise) 
N 
13 
13 
13 
Descriptive Statistics 
Minimum 
129.00 
1.42 
Maximum 
4741.00 
249.81 
Mean 
2263.4615 
88.2700 
Std. 
Deviation 
1384.27012 
89.49533 
Regression 
Variables Entered/Removed 
Model 
1 
Variables 
Entered 
GE INDIA 
a All requested variab 
b Dependent Variable 
Model 
Model 
1 
R 
.806 
Variables 
Removed 
Method 
Enter 
es entered. 
: GE_SOFT 
Summary 
R^  
.649 
Adjusted 
R^  
.618 
Std. Error 
of the 
Estimate 
55.34131 
a Predictors: (Constant), GEJNDIA 
A N O V A " 
Model 
1 Regression 
Residual 
Total 
Sum of Squares 
62423.699 
33689.265 
96112.963 
df 
1 
11 
12 
Mean Square 
62423.699 
3062.660 
F 
20.382 
Sig. 
.001 
a Predictors: (Constant), GEJNDIA 
b Dependent Variable: GE_SOFT 
Coefficients^ 
Model 
1 (Constant) 
GE INDIA 
Unstandardized 
Coefficients 
B 
-29.663 
5.210E-02 
Std. Error 
30.298 
.012 
Standardized 
Coefficients 
Beta 
.806 
t 
-.979 
4.515 
Sig. 
.349 
.001 
a Dependent Variable: GE_SOFT 
NOTE: All calculations have been done on SPSS 
Annexure -VI 
STATEMENT ON COUNTRY -WISE BREAK-UP- OF FOREIGN DIRECT 
INVESTMENT APPROVED DURING 1991 TO 2004 
(Amount Rs. in million) 
SL. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
3 1 
32 
33 
34 
35 
36 
37 
38 
39 
40 
4 1 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
Country Name 
U.S.A. 
MAURITIUS 
U.K. 
JAPAN 
KOREA 
(SOUTH) 
NETHERLANDS 
GERMANY 
AUSTRAUA 
FRANCE 
MALAYSIA 
SINGAPORE 
ITALY 
BELGIUM 
ISRAEL 
CAYMAN 
ISLAND 
SWITZERLAND 
CANADA 
THAILAND 
HONGKONG 
SWEDEN 
SOUTH AFRICA 
U.A.E. 
BERMUDA 
SAUDIARABIA 
CHINA 
DENMARK 
OMAN 
WEST INDIES 
PANAMA 
KUWAIT 
INDONESIA 
TAIWAN 
QATAR 
PHILLIPINES 
NEW ZEALAND 
SPAIN 
AUSTRIA 
BRITISH 
VIRGIN ISLAND 
CZECH 
REPUBLIC 
IRELAND 
FINLAND 
LUXEMBOURG. 
MEXICO 
BAHRAIN 
PORTUGAL 
RUSSIA 
ISLE OF MAN 
NIGERIA 
CHANNEL 
ISLAND 
NORWAY 
GIBRALTAR 
MORACCO 
AFGHANISTAN 
IRAN 
BANGLADESH 
CYPRUS 
BAHMAS 
2001 
49215.30 
28925.30 
49942.45 
7352.74 
667.57 
36935.71 
4138.91 
843.80 
6798.08 
1057.96 
3798.70 
1714.82 
1621.04 
86.86 
55.22 
1074.97 
537.55 
12.08 
429.16 
2363.99 
18.88 
622.14 
824.58 
0.50 
0.00 
259.34 
32.80 
0.00 
12.45 
149.45 
0.70 
5.31 
0.00 
19.25 
1104.20 
1.55 
77.20 
226.73 
0.30 
86.42 
174.34 
7.35 
0.00 
11.16 
0.00 
2.95 
20.58 
0.10 
1318.18 
262.72 
0.47 
0.00 
0.00 
15.75 
0.00 
182.04 
3.13 
2002 
20511.22 
18466.06 
18043.58 
7408.49 
290.29 
5523.57 
2531.45 
772.77 
6228.72 
3726.36 
3721.62 
705.45 
3495.56 
1.18 
1487.06 
1450.82 
2860.93 
0.10 
169.79 
212.56 
1.15 
491.73 
35.35 
14.54 
0.10 
549.21 
222.00 
2.77 
9.15 
9.20 
1263.96 
3568.84 
0.00 
0.34 
5.70 
263.22 
176.71 
1329.50 
1.90 
7.12 
-110.45 
1.75 
0.00 
20.00 
2.80 
1.19 
0.00 
36.60 
80.10 
24.17 
0.21 
784.00 
0.00 
5.80 
86.35 
92.38 
0.50 
2003 
7623.80 
13658.94 
5001.50 
3429.74 
615.14 
5907.70 
2134.91 
200.20 
434.09 
350.81 
2167.72 
163.97 
769.90 
16.51 
13.74 
838.09 
41.53 
154.21 
992.77 
48.35 
60.10 
405.79 
0.00 
40.54 
303.03 
426.47 
46.37 
0.00 
0.00 
1.70 
73.81 
1.70 
7.20 
0.05 
7.31 
2.59 
7.96 
632.94 
0.00 
47.31 
36.10 
33.05 
0.00 
176.20 
0.00 
0.00 
0.00 
27.84 
0.22 
22,98 
0.00 
0,00 
0.00 
0.00 
0.00 
42.38 
0.00 
2004* 
6047.79 
21426.90 
1977.89 
184.90 
157.40 
1041.71 
1610.61 
450.85 
256.28 
65.54 
2541.04 
587.73 
14.48 
57.09 
107.19 
508.29 
42.70 
1684.44 
48.96 
15.35 
114.37 
3459.11 
1.23 
1.44 
2.19 
59.11 
370.09 
1.40 
0.00 
30.00 
0.00 
62.15 
0.00 
230.00 
4.60 
89.85 
5.78 
8.49 
0.00 
2.25 
29.77 
30.71 
0.00 
148.32 
0.00 
7.33 
31.18 
0.00 
1.74 
0.53 
0.00 
0,00 
0.00 
0,00 
0.00 
10.50 
0.00 
TOTAL 
C1991-2004J 
587192.84 
376800.37 
238844.89 
117728.09 
99042.16 
96404.92 
95381.16 
68437.07 
66092.21 
60965.73 
57059.26 
48720.31 
45879.11 
42519.02 
38985.62 
31984,61 
28845.58 
26442.79 
21279.42 
20664.85 
19235.82 
11972.97 
8721.66 
8178.07 
7434.67 
6852.41 
6496.22 
6478.47 
6428.35 
6041.28 
5269,29 
5017.06 
4622.50 
4095.38 
3912.33 
3899.40 
3070.88 
3020.68 
2899.30 
2742.04 
2740.82 
2584.70 
2524.25 
2389.30 
1957.05 
1687.85 
1664.57 
1569.94 
1530,94 
1282.76 
989.76 
784,00 
761.00 
738.71 
603.20 
562.22 
465.35 
0^4 
58 
59 
60 
6 1 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
8 1 
82 
83 
84 
85 
86 
87 
88 
89 
90 
9 1 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
TOTAL OF 
ALL 
COUNTRIES 
INCLUDING 
ABOVE ( In 
Rupees) 
SRI LANKA 
KENYA 
NEVIS 
UECHTENSTEIN 
CUBA 
ARGENTINA 
POLAND 
SCOTLAND 
UKRAINE 
ESTONIA 
SLOVENIA 
HUNGARY 
KOREA( 
NORTH) 
NEPAL 
YOGOSLAVIA 
TURKEY 
ICELAND 
VIRGIN 
ISLANDS 
JORDON 
ROMANIA 
GREECE 
ARMENIA 
CROATIA 
PAPUA NEW 
GUINEA 
BULGARIA 
TUNISIA 
KAZAKHSTAN 
MALDIVES 
JAMICA 
SOMALIA 
VIETNAM 
MONACO 
BRAZIL 
YEMEN 
TANZANIA 
GUERNSEY 
GEORGIA 
ZAMBIA 
MAYANMAR 
EGYPT 
LATVIA 
LIBERIA 
LEBANON 
SLOVAKIA 
BELORUSSIA 
BRITISH ISLES 
SYRIA 
PALESTINE 
AUTHORITY 
VANUATU 
PERU 
SUDAN 
COLUMBIA 
URUGUAY 
COSTA RICA 
MALTA 
NRI t 
TOTAL OF ALL 
COUNTRIES 
INCLUDING 
ABOVE ( In 
Rupees) 
48.43 
13.37 
0.00 
0.00 
0.00 
0.00 
0.00 
79.80 
30.27 
0.00 
67.74 
0.00 
0.00 
0.00 
0.00 
0.00 
1.80 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.10 
0.00 
5.28 
5.00 
0.00 
4.63 
2.10 
0.00 
0.00 
2.50 
0.00 
0.00 
0.00 
0.00 
0.00 
0.50 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
6079.55 
209,397.35 
INCLUDING 
ABOVE ( In 
Rupees) 
10.48 
251.04 
0.00 
0.00 
0.00 
0.00 
0.00 
47.00 
0.10 
0.00 
0.00 
1.00 
42.12 
0.00 
0.00 
0.00 
11.19 
0.00 
0.00 
0.00 
0.00 
0.00 
19.29 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
5.00 
0.00 
0.00 
0.00 
0.00 
0.00 
1.96 
0.00 
0.00 
0.30 
0.00 
0.50 
0.95 
0.00 
0.00 
0.11 
0.00 
0.00 
0.00 
3604.28 
110,581.02 
INCLUDING 
ABOVE ( In 
Rupees) 
39.36 
0.10 
0.00 
0.00 
245.00 
0.00 
5.00 
20.00 
0.10 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
1.44 
0.10 
0.00 
0.00 
0.00 
0.10 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.26 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
2.34 
0.10 
0.00 
0.00 
0.05 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.10 
0.00 
0.00 
0.00 
4653.81 
54,165.85 
INCLUDING 
ABOVE ( In 
Rupees) 
32.90 
46.20 
0.00 
0.00 
0.10 
0.00 
0.00 
1.27 
0.50 
0.00 
0.00 
20.00 
0.00 
5.98 
0.00 
0.10 
0.00 
26.07 
0.00 
0.00 
0.05 
0.00 
0.00 
0.00 
0.00 
16.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.35 
0.00 
0.00 
0.00 
0.00 
0.00 
0.70 
0.00 
0.00 
0.00 
0.00 
0.95 
0.91 
0.00 
0.00 
0.00 
0.73 
0.00 
0.00 
0.00 
0.00 
0.00 
15168.39 
59,860.42 
INCLUDING 
ABOVE ( In 
Rupees) 
367.37 
315.61 
315.00 
308.74 
249.29 
184.00 
156.63 
156.37 
120.79 
73.10 
67.74 
55.26 
43.72 
36.28 
38.90 
33.72 
26.55 
26.07 
23.20 
21.00 
20.59 
20.30 
19.29 
19.20 
19.10 
16.00 
15.00 
14.27 
10.00 
10.00 
9.18 
6.71 
6.40 
5.35 
5.28 
5.00 
5.00 
4.63 
4.44 
3.95 
3.60 
2.50 
2.01 
1.55 
1.45 
1.21 
1.20 
1.00 
0.95 
0.73 
0.30 
0.21 
0.10 
0.00 
0.00 
124863.81 
2,476,933.24 
INCLUDING 
ABOVE ( In 
Rupees) 
Note:- i) 1 million = 10 LaKhs. 
ii) * Figures for 2004 updated upto 31/08/2004. 
iii) Ranking of all countries according to cumulative total of approvals for the period 1991 to 2004 (upto 
31108/2004) approval figures. 
iv) " t " Represents NRI proposals only. 
V) Excluding proposals for American Depontry Receepts (ADRs), Global Depository Receipts (GDRs) & Foreign 
Currency Convertible Bonds(FCCBs). 
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